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OUTLINES 07 LABD BCQUDUICS 

Preface 

Little needs to be edded, by way of preface to thia Tolume. 
to y/haX has already been said as a preface to Volume 1. The change 
in title of the volume, however, has a significance which may 
perhaps be best pointed out in this place. 

Originally this part of the general treatise was called "The 
Rent of Land." As time went on it seemed best to avoid the contro- 
versies which have been connected with the term "rent" and use the 
term "income of land," as this seemed to promote openness of mind 
and to avoid the prepossessions connected with the old controversies. 
AS the discussion proceeded and as research began to yield its 
results, it became apparent that with Income costs must be connected, 
liany mistakes in theory and in policy, actual or proposed, and 
especially many disastrous mistalces made by investors can be 
traced to the fact that land income has been considered without 
connection with coats in land utilisation. Uany men and women have 
lost heavily and have become involved in bankruptcy because they 
considered increment in value apart from costs In land utilization, 
and especially because they neglected to bring decrement In value 
into connection with increment In value. 

The researches of Dr. O.B.L. Arner, which are made an appendix 
to this Volume, are especially iUuminatlng. Just so far as the 
funds of the Institute for Besearch in Land Bconomlos and Public 
Utilities permit, these investlgaUons will be continued in Hew 
York City and elsei«iere. It is astonishing that such researches 
have not been conducted heretofore, but that the most far-reaching 
conclusions have been drawn from isolated facts and speculative 
hypotheses. 

The two words "unearned increment" suggest concLusions of the 
kind just mentioned. They have been made the basis of far-reaching 
proposals for a national land policy and have had some influence, 
not altogether wholesome, in the development of the taxation of 
land. Apart from this, however, the author is inclined to believe 
that no two words in the English language have led individuals to 
make more unfortunate investments and have involved them in greater 
loss. Many a person now penniless would be thankful if he had 
never heard these words which gave him the idea that land investment 
yields larger returns than other kinds of Investments and ttiat 
Investments in land afford an easy road to unearned wealtholc 
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CHtfTBH I - nrntODUCTOBY 
DISCUS^IOM OF THB TERM REMT 

The return for the usee of land le generally called In 
economics rent , but there is no magic In llie term, for the word 
rent Is used to designate also the returns paid for the uses of 
many different kinds of goods. 

Dictionary Definition . The Century Dictionary gives for the word 
rent the following definitions:- 

"1. Income: revenue: receipts from any regular 
source. 'Lltel was hire catel and hire rents,' 
Chaucer Hun's Priest's Tale, 1. 7 

"2. In law : (a) A compensation or return made 
periodically, or fixed with reference to a period 
of time, for the possession and use of property 
of any kind...... 'Honey, if kept hy us, yields 

no rent , and is liable to loss.' Smerson , Essays, 
1st series, p. £13. 

"(b) Technically, a definite compensation or 
return reserved by a lease, to be made periodically, 
or fixed with reference to a period of tenure, and 
payable in mon^, produce, or otiier chattels or labor, 
for the possession and use of land or buildings. 
Compensation of any other nature is not termed rent , 
because not enforceable in the same manner. 

"(c) The right to such compensation, partic- 
ularly in respect of lands. Rents at common law 
are of three kinds: rent-service , rent-charge , or 
fee-farm rent , and rent*oeck. Rent-service is i^en 
Boaie corporal service Is incident to it, as by 
fealty and a sum of money; rent- charge , or fee-farm 
rent , is when the owner of the rent has no future 
interest or reversion expectant in the land, but the 
rent is reserved in Ihe deed by a clause of distress 
for rent in arrear (in other vrards. it is a charge on 
lands etc. in the form of rent, in the favor of one 
who le not the landlord); rent-seek la a like rent, 
but without any clause of distress. There are also 
rents of assize, certain established rents of free- 
holders and copyholders of ncinors, which cannot be 
varied) also called ault - renta - These when pay- 
able in silver, are called white-rents , in contra- 
distinction to rents reserved in work or the baser 
metelB, called black rents or blackmail. ^^ , 

gitizedbyCjOOgle 
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"2. In political economy , that part of the 
produce of the soil ifliioh is left after deducting 
the wagee of latoor,( including often varlouB pay- 
ments in kind, as food, houseroom, etc.)* tiie in- 
tierest on the necessary capital, and replaceinent 
of materials destroyed, as seed and the perishable 
elements of fertility In the soil; that part of 
the produce of a given piece of cultivated land 
which it yielcte over and above that yielded by 
the poorest land in cultivation under equal cir- 
cunatances ih respect to transportation, etc. 
nie rent theoretically goes to the owner of the 
soil, whether cultivator or landlord. Also called 
economic rent . In modern political economy there 
is a tendency to use the term in a much wider sense, 
some economists including payments for ttie use of 
all concrete goods, the payment being reckoned as 
a lump sum, and thus in contrast with interest 
reckoned as a percentage of a capital sum* Other 
economists are disposed to class as rents all in- 
comes which may be ascribed to differential advan- 
tage in production. Thus monopoly profit is some- 
times called a rent, as is also the profit secured 
throu^ superior management; and even the oxcesa of 
wages of superior over inferior labor has been so 
classed. COmitted the familiar quotation from 
Ricardo and mil] . 

"4. An endowment; revenue 'Alwan Chllde, 

a citizen of London, founded the lEonastery of S. 
Saviour's at Bermondsey in Southwark and gave the 
Monks there divers rents in London." Baker , 
Chronicles, p. 29. 

Scientific Usage. TOien the writinge of the economists are 

examined, it is found that, in general, the old Ricardian rent 
concept persists, although with different emphasis with respect 
to its various implications; and there is no doubt that the 
term rent is used by economists who write In English to desig- 
nate the income from lajid. However, Senior enlarges the idea 
of rent, as will be shown in a later chapter; and Carey and 
Bastiat, while using the word rent, deny the existence of rent 
in the Kicardian sense* 

This is not the place for an e^diaustive examination of the 
use of the term by all the economists,, nor even by the economists 
whose writings have real significance- It may be worth iihile, 
however, to turn to Palgrave's Dictionary of Political Economy 
to illustrate the modern usage. The writer of the article on 
rent in Palgr ave is Professor A.W. Flux, who is careful and 
discriminating. He gives the definitions of Ricardo and 
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UftTsfaall. The following is quoted from Ilaxshall:- "The Inoone 
derived from ttie ounerehip of land and other free gifts of 
nature is dalled Rent ." Then he goes on to say that both 
writers recognize that "the word' is comnonly used to corer 
payments Of a different character. Itoreover, the modern 
developmentB of economic analysis have shown that land la but 
a apeolal and specially Important manber of a large class" akin 
to ownership of special facilities of production, and he says 
that it is a growing custom to apply rent to the entire class. 
But he thinks it not "altogether unexceptionable." although 
for certain purposes it has conspicuous advantages. Flux limits 
rent to land Income In his article, but says 'the ooneeptions 
here dealt with will be such as to have a much wider application. 
Such extension of their application is not to be understood as 
excluded by the restriction of the terms used to the problem of 
Ictnd-rent." 

In oilier articles In galtrrave we find rent used in con- 
nection wltti a qualifying word or phrase - for example, "Rent 
of Ability," "Rent-Charge." "Rent-Charge, Mediaeval," "Rent, 
I,al)our (Mediaeval)", while under "Rent of Land" there is a dl». 
ousslon of Uie views of Adam Etalth. Hloardo, Carey, Walker, 
Caimes, Hobson, etc. If we turn to the economists Clark and 
Fetter we find rent merged wltti capital, and Fetter says that 
the old rent concept has passed. 

Tnt>rnftt.innBi Usage . Fetter says In his Bconomlcs : ^' 

"In the French the word 'la rente' means the In- 
come of any kind of property; but corporate securi- 
ties and national bonds come particularly to be 
called 'les rentes', because they are a form of in- 
vestment yielding a permanent Income. The one who 
has a perpetual Income from bonds or rents Is 
called a rentier. In Gennan the term Rente is 
used more broadly than in English, as an Income of 
any sort, Grund-rente meaning the rent of land, and 
Capitalrente the income usually In Sngland called 
'Interest.'" 

Fetter, however, overlooks one essential element in the or- 
dinary use of the term rent by French and German writers and 
that is the idea of a return without a counter service. 

Dictionaries - German and French. Turning to a German encyclopaedia, 
Meyer's Handlexikon ''I which would perhaps correspond to our 
Century Dlotlonarv because of Its effort to give careful, 
scientifically accurate definition, we find Rente defined as 
follows: 

1) Prank A. Fetter. Economics , Vol. I. Economic Principles , 
(Sew York, 1915); p. 155 (Vol. II. Modern Economic Problems . 
published Hew York, 1916) . 

2) Fourth edition. 
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"Jedes feete Einl^oMDen ohne Ge^enlel stung > ins- 
bea.aue angelegten Kapital. daher Zinsen, iseeonders 
aus einem nicht zurttckzahlbaren Kapital; dann -der 
Abwurf cines Grundstticks (b. Bodenrente) eines Hauses* 
einer Aktle» elnee Staatspapiers (Staats-rente)u. 
Lebensrente. einelUderen Auszahlung so lange erfolgt* 
ale der SmpfAnger oder elne 'bestininite dritte Person 
lebt." 

Translating this definition we have this: 

"Every fixed income without counter service, especially 
from invested capital, llierefore, interest, especially 
from a capital rtiich is not to be repaid; then the 
income yielded by a piece of land (ground rent), of 
a house, of a share of stock, of a government bond. 
Annuity ^ a rent, the payzaent of rfliich continues as 
long as the receiver or a certain definite liiird 
person lives." 

The words ohne Gegenleistung . "wittiout counter service," are 
important in ^is concept. 

Consultation of French sources shows that the term has 
essentially the same meaning in Prance that it has in Germany. 
Littre^ et Beaujean in their J )ictipnaire de la Langue rr ancaise 
give the following definition of rent: 

"Kevenu annuel. J'ai en France soixante mille 
livres de rente. Volt\. Ce qui est dfl annuellement 
pour un fonds ali^n^, crf'drf' ou aff erme^. Rente en 
grains, en vin, en esp^ces. etc"^ Bn rfconomie pol- 
itique, rente de la terre ou eimplement rente, la 
part des produite aff^rente au proprirftaire, de- 
duction faite des frais et des profits du travail 

et du capital applique. 

Ce qui est dG^ annuellement pour une 

somme d'argent ali^n^e par contrat de constitution. 

Une rente viagfere."^ Par extens. Certaines 

choses, qu'on s'impose k soi-nfeme, et qui sont pre- 
sque p^riodiques, II donne beaucoup c'est une rente 
pour les pauvres de son quartier.>^ 3n sens inverse, 
certains profits qui sont presque pefriodiques." 

Permanency and periodicity are emphasized here, but the 
idea of income without counter service is implied rather than 
expressed. "Without counter service," however, would not 
necessarily mean unearned income in either the French or 
German definitions; because the position would generally be 
taken that "without counter service" means without any present 
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return In service. IhlB idea of an Income with no contemporary 
counter aervice is quite oonrpatible with Senior's idea that 
interest on capitia is a return for ahotinence, the man 
receiving interest haTlng an income from past sacrifices. 
Presently ve shall show that the return called rent in the 
aboTb definitions la the return to property. Uen pay for the 
use of property in valuable things, ifcethar or not these val\iable 
things are land or capital. 

It Hill be noticed that in the IVench definition it is 
said that rent in political economy means "rent from land or 
simply rent, the part of the products going to the proprietor, 
deduction being made of expenses and of the return to labor 
and capital." There can be no doubt, however, that rente in 
Irench as ordinarily used would not suggest a land income, but 
would rather bring to mi.nd the right of receiving periodically 
aume from the state on account of ownership of governnent bonds. 
Palgrave's flictlonarv also gives the French word rente with the 
following explanation. 

"Ihr. Xn primitive times, the annual fee paid 
by the vassal to the seignour, or the tenant 
farmers to the landlord; now almost exclusively 
applied to the interest on the consolidated debt 
or rentes sur I'Stat, the word lover being em- 
ployed for the hire of land or buildings." 

Then follows an account of the Jrenoh public debt. 

Scientific Osage in Jrench and Geiman. Vor the scientific usage 
of the term by German economists we can turn first to the 
greatest of all dictionaries of political economy, the 
Handwdrterbuch der Staatswissenschaften. We find there under 
the term Rente no article, but the words, " Rente e. Vorzugsrente"* 
"Rent, see Rent of Superiority." Turning to Vorzugerente , we 
find an article by Professor Lexis, an especially careful and 
discriminating German economist, who gives a discussion of the 
returns for superiority, - in other words, super-marginal returns. 
He says that a special kind of Vorzuesrente is the return given 
to land, and that this is the first and moat important example 
of a Votzugsrente , which he defines as follows: "Derjenige 
Iheil des Gewlnnos aus elnem tlntemehmen-.-dgrdber den mormalen 
Kapitolgewinn hinausgeht." In other »ords, the return to 
superiority is that part of the return from em undertaking that 
goes beyond the normal returns to capital. The return to land 
gives one special variety of this. 

Vorzugs rente embraces also what we could call the returns 
from a favored sit\iation, sometimes even from downright and 
unfair favoritism. An example of this is found in the special 
concession needed tor the operation of an apothecary's shop in 
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Oennany: the number was so Ijnlted in Munich in 191S that the 
concession »tts very »alui*lo. The peaition of broker in France 
is cited by Lexis as affording a Yorzugsrente . A lawyer or 
doctor »lth special ability who has good fortune In business 
l"geBohaftllohes 'Oldck'") has a personal rent of superiority 
( Vo rzogsrente ) . -r~ , 

In Sci^noller'a Outlines of Economics, under "Income and its 
BlTlsions'S) he considers Profits and Rent, Property and Property 
Income and Labor Income. 4) He considers the Fonnatlbn of Land 
Rent, llonopoly Value nd Land. ») Urban Rents and Surplus Gains 
and Capital Rent.6J 

It is not necessary to dwell longer on Ibe Geman usage. 
It la perfectly clear that rent is not used In German to indicate 
solely the rent of land; *iHe It la equally clear from a perusal 
of Geman literature that very generally among the great German 
economists, ttie old rent concept is retained. The rapid growth 
of population' in Genmny during the past century and the growth 
of wealth ttiere, have ^Ven conditions (speakii« of things as 
they were up to 1914) which have laid empoasis upon the rent 
of land. In some particulars. Indeed, the situation in Oennany 
has not been unlike that of Sngland during the first half of 
the nineteenth century, *en rent rose rapidly. Vhen the writer 
was a student in Germany about 1880, he found the Oeiman 
economists talcing the Rlcardlan Uieory as almost axiomatic. 

The French textbook usage is well given by Professor Charles 
Oide in hi» Political SconomY ( Principles d'leonomice Politique ) . 
In his second edition, in disouaalng the participants In dietrl- 
bution. we find a chapter entitled "Le Rentier." and under this 
he has: 

I. lu droit & I'oisereter. 

II. Su f engage. 

III. Du loyer. 

IV. Se l'int^r«t. 

The first main part of this chapter discusses the ri^t of 
living in leisure and without work. Fermaae is the term used 
to Indicate the return given for the use of land. Lover stands 
in general not for land rent, but for house rent. 

iportanee of exfict use of terms. It has already been mentioned 
that it is isqiortant ts all economic discuasions to avoid the 



3) OustaT Schmoller, Grundrlss der allgemeinen Volkewirtschafts- 
lehre . (2 vols., Leipzig. 19047- nV Blc. Ill, Sec. IX. 

4) IbTt r, p. 418. 
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ever present Sanger of logomachy, or strife aliout woris. It Is 
especially important to enphaslie this in ttie aiecusaion of the 
rant of land, i*ere, it is to be feared, there has been a great 
deal of mastion begging in the definition and use of teana. 
* may not. for example, so define rent of land that it in- 
cludes interest on capital, or so define interest that it in- 
oludiss the rent of land, and then subsequently put them In 
the same category Juet because we have made the term cover 
the t»o lands of return. Before ttie two returns can be put 
into the saas category. It should be (ihown that they are 
identical in their nature. 

It maiy be objected that nice discriainatlon between teme 
is unnecessary and futile, but there are many exasiples of the 
Importance of the accurate use of terms which can be cited. A 
familiar and striking e.aunple is found in the results of the 
use of expression "diriact tax" in the Conetltltutlon of ths 
Qnitsd States. The men who framed the Constitution were not 
ready to define Uie rxJ>re8sion "direct tax" and gave somewhat 
varied accounts of their understanding of it.7) The result was 
a long Gontinusd controversy in the Congress of the United 
States, and a Supreme Court decision tjiat forced us to forego 
the use of income taxes for the federal government until the 
paaeage of the anendment to the Constitution which permitted 
Congress to impose income taxes. It appeared also in the 
arguments before the Supreme Court that there was a mis> 
Interpretation of the use of the terms direct and Indireat taaces 
In economic literature, and that this misinterpretation had a 
great deal to do with the decision. This important incident in 
the financial history of the Dnited States anphasiees the 
suggestion that there Is no reason to speak loftily of "mere 
definition." 

Wien we take up the discussion of rent, therefore, we 
absolutely refuse to coBmlt ourselves in our terminology. *e 
are discussing first rent of land, so we will use rent to 
Indicate the return to land, without refuelng to allow the 
term rent to be used for other things. Others may talk of 
capital-rent, labor-rent, rent of houses, rent of concrete 
instruments of production: but here we are speaking of rent 
of land. 

Land income a better tern than rent. %en we are discussing the 
returns yielded by land as a factor In production, precision 
is added If we say rent of Jaad. There is an advantage also 
in using Instead of either rent or rent of land the broader 

1) Mary 1. Elilne, yhe Ideas st ^S. Pounders of the American 
Hatlon on Landed fVopertv . Chapter XV. In preparation for 
puKLloatlon. CjOOqIc 
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term land Income to designate the Share in distribution that 
we inputs to land. Land income includes all the returns that 
land as such yields to the users. These returns are both 
material and psychic. The satisfaction of a beautiful view 
afforded by the location of a home on a hill-top is just as 
true a part of the income yielded by the land as are the com- 
forts and conveniences afforded by the foundation of the house 
and the surrounding land. The psychical satisfactions will 
often yield a larger mon^ return than all the olher services 
which the land supplies. 

Difficulty in separating the return to land from the return to 

J-abor and capital . Wien we speak of land in economics, we refer 
to what nature has given, and we separate from the gifts of 
nature i^atever capital and the toil of man have added to 
nature's gifts. The aim of economic analysis is to draw the 
line of distinction as sharply as possible, but there are many 
cases in Tbich the toil of man and his expenditures have become 
so blended with that ^ich nature has given that a sharp sepa- 
ration is not possible. This is particularly the case with 
Improvements made in past ages. TOien we consider general 
improvements, auch as clearing the land, reshaping the surface, 
reclaiming swamp land, etc., we may lay down the general 
principle tiiat tiie longer the time that has elapsed since man 
contributed his efforts to imarovin'g~5i'e""H?t8 of nature tSe 
more di fficult it is, to draw the line between nfcat nature has 
given and Tihat roan has done . Without entering into further 
refinements here and now, we notice that what is called rent 
must very often cover income which must, strictly, be ingputed 
to man's toil as well as to the gifts of nature. 

We have seen Uiat in the legal sense rent is the return 
for permanent attachments to the land ae well as the return 
imputed to the land itself. In land economics we must retain 
the economic analysis, but we must add to this, for discussion 
of many practical problems, the elements added by the law. It 
is indeed instructive to notice that we cemnot maJce the economic 
concept alone work satisfactorily in a treatise like the 
present one. 

It is suggested in this connection, furthermore, that in 
economics it is important to give careful attention to 
differences as well as resemblances. Slight differences' may 
have very important theoretical and practical consequences. 
Our economic concepts so shade into each other that we cannot 

■ hope for lliat accuracy in measuiing differences i^ich we find 
in physics, for example, where a hundredth part of one per cent 
often figures as a large difference; nevertheless we should be 
as carefully discriminating as the circumstances of the case 
will permit. We want our terms, so far as may be, to mark the 

■ differences which exist. ^ , 

•■ DgitizedbyLiOOgle 
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Biatlnctlona made In poaular uBtme of the term rent. Sconomics 
lias to do with terms used in the ordinary transactions of life, 
and It Is liiq>ortant, therefore, to Interrogate popular usage 
to discover the Ideas which ?o with the terms. Trequently, we 
shall find that the nan In the street or the narket place 
indicates in his language mort or less clearly perceived 
differences between two concepts which may have, at the same 
time, marked resemhlahoes . Popular usage, is. However, by no 
means eiear aAd uniform. The task of the economist is to note 
what l>opular usage is, and to connect scientific usage with it 
so far as may be, and to help forward any tendency to clearness 
and precision of usage that may already exist. 

TBiat does ttie term rent call to mind in England and the 
United Statest We speak, for example, of peeing rents, collect- 
ing rents; of aggregate rents, high rents, low rents, moderate 
rents. TOien ttiese expressions are used, we Uiink generally of 
payments for land, for houses or structures on the land, and 
for liiprovemente of a permanent character made in and on the 
land or attached to it. But if It Is said, as It frequently Is 
said, that a farmer has too much land and not enough capital, 
what Is meant? Is there not in mind here a separation which 
would Indicate a difference In returns'? 

Ve frequently speak of investing capital in land. Is 
there any hidden meaning here? The following is an illustration: 
"One-half of the population of the United States is occupied 
directly or indirectly In the cultivation of the land, and I 
think fully one-half of the entire capital of the country Is 
Invested in farms and belongings ."81 is it meant that capital = 
farms? 

It Is. however, when we turn to the cost accounting of 
the modexa corporation that we find our most thorough going 
analysis of returns awarded to the various elements in pro- 
duction. Several things have to be considered In liie case 
of such a corporation* The business le expressed as a lAiole 
in terms of capital, .for exas^le, $500,000. Does this mean a 
disappearance of the dlsUnctlon between land and capital? The 
purpose of the corporation is production (social or acquisitive 
or both). It has to do with Instruments of production. Are 
these called simply capital and is no distinction made? Ko; it 
le asked very carefully, "What have you done with the capital?" 
and the answer given shows so much invested In machinery, so 
much in goods, so much in land, etc. The answer does not 
bring out clearly either difference or absence of difference; 
but It Shows that to say "invest in land" does not mean capital = 
land, any more than to say "He paid tlO,000 for land," means 
land " money. 

a) James J. Hill in Washington Magazine (Seattle], May, 1906, 
Article, "mements of Progress," p. 151. 
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When a ooiporation avnlng land puts up a building, a 
sharp line is drawn, and It 16 said, "You must always remember 
that the building declines In value; and if there is any incre- 
ment in value, it must be an increment in the value of the land." 
This is always so, *en the investment is being made by competent 
business men. Frequently, as Just stated, there are two opposite 
movements in the value of the building and in Hie value of the 
land. 

Perhaps it is suggestive, that when we speak of rent for 
movables, we frequently attach something to the term rent, as, 
for exaiqile, "rent of a piano." No one would say, however, that 
rmt in itself calls to mind pianos, although probably in most 
cases in BngliBh speaking countries, the term rent used alone 
calls to mind indifferently houses and land. It has been 
suggested that there is a tendency to refinement in language in 
that there is an inclination to use the word hire for the loan 
of durable movable goods* 

The man in the market place, as has been noticed, is fre- 
quently forced to discriminate between land in the economic 
sense and improvements, in the same way that discrimination is 
made in the refinements of accounting in the case of well managed 
corporations. In other words, the man in the street, with 
increasing frequency, resolves into their elements both real 
estate and the returns made for its use. Tffe hear a good deal 
about ground rents in cities like London and Baltimore. In the 
case of Ulster tenancy, as described by Mill, there is a more or 
less accurately drawn line between the returns on land and thd 
returns for the improvements on the land; and this has been 
extended and sharpened' and legally recognized elsewhere in 
Ireland. 

distinction between Land and Oapltia in taxation, ?or purposes of 
taxation also, the separation between land and capital is made, 
and modern movements will make it neceseary to insist upon this 
more and more strenuously, In European taxation, for example, 
we find buildings of tennexempt for a term of years without such 
an exemption of land: more recently this distinction is found 
here and there In the United States; for example, in Hew York 
and Pittsburg, Pennsylvania. Land taxes make up one class in 
European taxation; but, on the other hand, capital goods sire 
separated into various classes.' On the i*iole, however, there is 
a separation of land and capital, a tendency to put Ipud on one 
side and capital on the other. 

Conclusion. In conclusion we find that if we take international 
usage for our standard, the use of the term rent to indicate 
the return to land has Inadequate support: if we consider 
En^lsh usage alone, we may hesitate to use the term rent ex^ 
clusively for the income from land, inasmuch as it has hadi^tc 
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wide ail extension. Ground rent eeema to be coming into general 
business use. The objection to using that as equivalent to 
land income, is that it is apt to lead to confusion, as it 
generally suggests urban rents. HeTertheless, in glancing 
through most economic treatises recently written in the United 
States and England, we find rent used in the tstble of contents 
as equivalent to rent of land . Seager, Carver, and Marshall 
afford illustration. SuT«ly it is not worth while to engage 
in strife about the termt the present writer prefers land 
income to indicate the return vjilch land affords, though 
conforming with general usage he accepts the word rent , if 
unqualified, as indicating the return from land. 
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CHAPTBR il 
RKN'J AM) SURPLDS 

If the poB8e88or of any factor of production receives for 
its use a greater return than is necessary in order to induce 
him to put that factor to a full and efficient use, he receives 
a surplus. There vill he a social loss if the factor is not 
applied in its full efficiency, and thus there nay he social 
loss if too little is paid; hut there nay he social loss also 
if more is paid than the prioe necessary to secure the service 
of that factor. 

at is Included in t^e Idea of surplus? The older economists of 
the Classical School looked upon the rent of land as such a 
surplus over and ahove the costs of production. It was the 
one great Illustration of unearned wealth. Some attributed it 
to the bounty of nature, others thou^t it due to the 
niggardliness of nature; but in either case rent was a surplus. 
Ihe doctrine of rent made a rift, as it has been called, in 
the economic harmonies, for all other kinds of income were 
thoui^t to be earned. 

At the tijne when the doctrine of land rent came into 
acceptance, land was the chief source of increment in wealth. 
and the wealthy niEtn was very likely to be a land-owner. It 
has been estimated that at the time of the battle of Waterloo 
there were not, outside of the landed class, five hundred people 
In Sngland whose incomes exceeded five thousand pounds a year: 
the landed class was typically the rich class of the country.!) 



1) Speaking of conditions in England about 1876. T.H. Kallock 
writes as follows :- 

"On «he whole social conditions then prevalent in London 

coincided with what, in the country. I had known and accepted, 
^en a child as part of the order of nature. Our society was 
represented by a definite upper class; the basis was still 
inheritance in the form of inherited land. 

"Ihis was no mere accident. It was a fact definitely 
explicable in terms of statistical history. At the time of 
the battle of Waterloo, outside the landed class there did 
not exist in England five hundred people whose incomes ex- 
ceeded five thousand, pounds a year- The landed class was 
typically the rich class of the country, and the condition 
of tilings since then has in this respect been reversed. 
Iwring the sixty years succeeding the battle of Waterloo, 
business incomes exceeding five thousand pounds a year had 
(Pootnote concluded on page 17)- 
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Ab economic evolution has proceeded, hovever, changes hare 
cone about; and one of tiie chief peculiarities of this evolution 
has been the emergence of one form of surplus after another. 
Scattered all over the economic field of production and distri- 
bution we find the surplus - the excess over and above the return 
that is required to secure the application of the requisites of 
production. The gains of monopoly constitute such a surplus - 
formerly one of the greatest, but now much reduced by our systeii 
of regulating monopolies, 2) in some cases reduced below the 
lev41 of competitive gains. Aji example of this is found in the 
history of street railways. The five cent fare formerl-- yielded 
large profit - owners of street railways spoke of meJcing three 
for one on their investment. The same five cent fare has now 
squeezed some of them into bankruptcy, i;diile others have had to 
pull up their trades and go out of business in order to avoid 
bankruptcy. 

Another type of surplus is the personal surplus - the return 
made for extraordinary capacity. This is very large - perhaps 
the largest - at the present time, as is evident from the fact 
that so much is being taken from personal incomes by taxation. 
A question might be raised as to viiether we have not taken more 
than this surplus in our surtaxes. Have our suTta:ces lessened 
the activity of the dynamic minds of the country? If these 
people feel that they are looked upon as prey and as pasture, 
we have gone too far and we have lessened the supply of available 

1) (Footnote continued from page 16). 

increased numerically in the proportion of one to eight, v&ile 
since that time the increase has been still more rapid. On 
the other hand, not only has the number of tiie large 
agricultural landlords shown no Increase ^atever, but since 
the year 1680 or thereabouts their aggregate rental has 
suffered an actual decrease, having fallen in the approximate 
proportion of seventy to fifty-two. This shrinkage in the 
fortunes of the old landed families, except those who were 
owners of minerals or land near towns, and the multiplication 
of families newly enriched by business, were, when I first 
knew London, proceeding at a rate r/hich had never been known 
before. It was, however, slow in comparison with T^at it has 
since Jjecome, and the old landed families, at the time to 
irtiich I am now alluding, still retained much of their old 
prestige and power, as is shown by the fact that the leaders 
of both political parties were still mainly drawn from the 
limited class in question." 

Taken from article entitled "Memories of Men and Places" by 
W.H. Hallock. Harper's Magazine . June. 1920. p. 118. 

2) Tiaien these lectures were first written the writer said, "The 
gains of monopoly constitute perhaps the largest element in 
the total economic surplus." 1-he experience of our public 
utility monopolies in recent years has made this statemeat 
unacceptable to-day. ^"^ 
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talent. RuBBla has destroyed tiits personal surplus and irtth It 
has destroyed a large part of her supply of talent, than i«iich 
nothing is more precious. It is this dynamic force that makes 
progress. It is sphemeral - for a man's life at best is only 
a short run - and if its use is not secured in a man's test years, 
it is lost to the world foreTer. 

Interest is in part a surplus, but it is questionable 
»tiether much of it can be taken iiithout diminishing production 
awa thus involving a loss to society. Mill held that interest 
and profits tend naturally to reach a minimum as society 
progresses, because of increases in ttie volume of capital due to 
the lessening of risk and the groirth of the disposition to 
provide for the future. The rate of return. Mill held, will 
then be Just enough to induce people to save and to employ tiieir 
savings productively. 3) Thus Interest and profits, according 
to this view, form a naturally diminiehing surplus. Interest 
was looked upon by Adam aaltti as a surplus in the same sense 
that rent is a surplus. His views are e:^ressed in the following 
passage:- 

"The interest of money seems at first sight a 
subject equally capable of being taxed directly as 
the rent of land. Like the rent of land, it is a neat 
produce, which rciaains after completely compensating 
the Tftiole risk and trouble of employing the stock. As 
a tax upon the rent of land cannot raise rents, be- 
cause t^e neat produce vftiic^ remains after replacing 
the stock of the farmer, together with his reasonable 
profit, cannot be greater after the tax than before 
it; 80, for the same reason, a tax upon the interest 
of money could not raise the rate of interest; the 
quantity of stock or money in the country, like the 
quantity of land, being supposed to remain the same 
after t'.e tax as before it . The ordinary rate of 
profit, it has been shown in the first book, is 
everywliere regulated by the quantity of stock to be 
employed in proportion to the quantity of the employ- 
ment, or of the business which must be done by it. 
But the quantity of the employment, or of the business 
to be done by stock, could neither be increased nor 
diminished by any tax upon the interest of money. If 
the quantity of the etock to be employed, ttierefore, 
was neither increased nor diminished by It, the 
ordinary ratepof profit would necessarily remain the 
same; but the portion cf this profit necessary for 
oompenDating the risk and trouble of the employer 

3) J.S. Hill, Principles of Political Economy. Bk. IV. (Si. IV- 
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wouXd likewise remain the same, that risk and 
trou'ble "being in no respect altered. The residue* 
therefore* that portion flftiich belongs to the ovner 
of the stock* and which pays the interest of money* 
would necessarily remain the same. too. At first 
si^t, therefore, Uie interest of money seems to 
be a subject as fit to be taxed directly as the 
rent of land. 4) 

Adam Stoith goes on to say, however, that Uie Interest of 
money is a surplus or net (neat) product utoioh is reached by 
taxation with difficulty* because it is easily concealed and 
is subject to variation* and because it 'can be so easily re- 
moved from the taxing country or district. But though he 
considered the taxing of interest Impracticable* he held to 
the opinion that it* as well as rent, constituted a surplus. 

It is likely that in the last few years the largest item 
. in the economic surplus has been the gains of conjuncture - that 
is* the gains that are due to luck and diance and are not within 
the control of the individual, nor even* in some cases* within 
the control of society. The Torld War, for example, upsetting 
established conditions, gave to some individuals great and 
unexpected gains and a surplus beyond the costs of production. 
It must be remembered that cotajunctural gains are offset by 
conjunctural losses, and that no fair estimate of the eon- 
Junctural surplus that accrues to the Individual can be made 
until the business cycle is complete. The excess profits which 
we have been reaching by taxation may be offset by excess 
losses - in many cases they have alrea<^ been wiped out by tbese 
losses. 

Other terms used to express the Idea of surplus . The surplus then 
is no anomoly. It results from unequal advantages of producers - 
those peculiar advantages derived sometines from human resources, 
sometimes from natural resources. Modern t^ieorists. familiar 
with the olA Classical idea of rent as the only surplus have in 
some cases extended the word rent to cover any surplus regardless 
of its sources. Sometimes the expression quasi-rent Is uaed 
for this purpose. This view is well expressed in the following 
quotation from Professor Rlst: 

"Bent* whatever form it takes* is not an anomoly, 
but a perfectly normal consequence of the general laws 
of value. Whenever any commodity, from irtiatever cause, 
acquires scarcity valuj and its price exceeds its cost 
of production, there results a rent for the seller of 
that product. Such is the general formula, and -fcereln 
we have a law that is quite independent of the law of 

4) Wealth of Nations Bk. V. Ch. II. Part II, Axt.Iij'^^,,„l„ 
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diminishing returns and of the unequal fertility of 
the land." 5) 



There is no harm in this extension of the meaning of the 
word rent if we understand each other and accept it as meaning 
surplus and not land income, hut the use of the term in the 
latter sense is so well established that the new use is apt to 
he confusing, 

A still hetter presentation of surplus as an economic 
phenomenon found in all parts of the economic field is given in 
the Political Bconomy of Kassau William Senior, as far hack as 
the middle of the last century. In the following illustrative 
quotations, it is simply to he noted that he uses monopoly to 
express the advantage of all possessors of commodities and 
services that sell for prices yielding a surplus ahove costs, 
and also that he calls this surplus rent and often terms the 
owner of an agent of production which yields a surplus, a 
monopolist. To Senior monopoly meant simply a differential 
advantage, and rent meant the return from tills advantage - all 
gains above the purely competitive level of production were 
included in tills category. 

"Now it is clear tiiat tiie production in i*iich 
no appropriated natural agent has concurred, is the 
only production ^ich has been made under the cir- 
cumstances of perfectly equal competition- And how 
few are the conmodities of lAiich 'the production has in 
no stage been assisted by peculiar advantages of soil, 
or situation, or by extraordinary talent of body or 
mind, or by processes generally unknown, or protected 
by law from imitation! ;!here the assistance of these 
agents, to which we have given the general name of 
natural agents, has been obtained, the result is 
more valuable than the result of equal labour and 
abstinence unassisted by similar aids. A commodity 
thus produced is called Uie subject of a monopoly : 
and the person vftio has appropriated such a natural 
agent, a monopolist . "6l 

In the following quotation Senior expresses himself still 
more strongly, even seeming to doubt the existence of commodities 
sold at such a price as to yield no surplus to anybody. 

5) Charles (Side and Charlec Hist: History of Beonomlc Thought , 
(Boston, etc. 1915) p. 656. The only exception to be tal^en 
to the above statement is found in the use of the word 
^scarcity.* As already stated, he simply means value beyond 
marginal costs of production. Value always implies scarcity, 
and surplus. value is pretty apt to mean differential advantage. 

«) Hassau William Senior, Political Economy . 4th Ed. (London, 
1868) p. los; ■ 
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"TShen we apeak, therefore, of a class of comraoclitieB 
as produced under circumstances of equal competition, or 
ae the result of labour and abstinence, unassisted "by 
any other appropriated agent, and consider their price 
as equal to the sum of the wages and profits tijat nrust 
be paid for their production, we do not mean to state 
that any such commodities exist, but that, if they did 
exist, such would be the laws by viiich their price 
would be regulated; and that so far ae labour or 
abstinence, or both, are conduciTe to the production 
of any given oommodity, it is to be considered as 
produced under circumstances of equal competition, 
and as wsrth the wages or porofits, or both, with 
irtiich that labour or abstinence, or both, must be 
remunerated."'? ) 

We cannot enter into a consideration of all the ideas of 
surplus gain or surplus value aS they appear in economic 
literature, for an exhausUve treatment of these would fill 
a good sized volume. Tfc notice, however, four different ideas 
of surplus that have special significance for us. 

Uses of term surplus . There is the \jse of the term surplus In the 
broad sense, to Indicate something received over and above what 
is received by a non-privileged class, even if we do not attach 
any idea of disapprobation to the existence of a privileged 
class. This might not mean the eeune thing as the surplus in 
the narrower and stricter sense of the word, as it has been 
used throu^out this chapter. We might have this surplus due 
to privilege and yet it midit not be over and above -rtiat is 
necessary to secure the cooperation of one or more of the 
requisites of jaroduction. The Bolshevist experiment in Russia 
has a bearing on this. If you take away tiie property of the 
rich, will you have full and efficient production? The yield 
of property 16 from this point of view a surplus. Property in 
itself yields a return apart from personal exertion, but 
society allows a return from property because it believes it 
well worth ?hile to maintain private property for the social 
advantages that go with It. 

Considered as property yielding Income, land and capital 
are on exactly the same footing. A single taxer is much dis- 
turbed because the owner of a certain piece of land receives 
$30,000 a year in ground rents without any burden of taxes, 
expense of improvements, etc., all of nftiich are paid by the 
tenant. The same man seema quite unworried by the fact that 
trust companies are turning over incomes just as great from 
stocks and bonds, to clients who pel-form no personal services 
whatever, some of vbom are moral delinquents and intellectual 
Incompetents . 

7) Senior, p. 114- ^ i 
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Te have to take the erll with the good in economic 
Institutione like private property, and, so far, society 
believes that the good of private property greatly outweighs 
the evil. Moreover, in a free society, men have a sphere of 
action within ililch they ceui do good or evil. If we remove 
all power to nalce a wrong use of property, we at the same time 
remove the power to make the beBt use of It. In the case of 
the land owner who receives a return without personal effort, 
the (juestion has to be raised, "Is private property in land 
worth while?" Tte raise the same ouestion with regard to 
capital. 

Inheritance is another form of surplus in this sense - 
something received by a prlvllaged class. But so far as in- 
heritance is necessary to give us an accumulation of capital, 
it cannot be called a surplus in the sense in nAilch we have 
used the term. If It is needed In order to bring the capital 
factor into production. It is not an economic surplus. We 
have here the whole qiaestion of equal artd unequal fortunes. 

A second use of the word surplus was that made by Karl Ilarx 
and by many of the socialists in the expression surplus value. 
By this llarx meant a surplus produced by the worker over and 
above what he receives in wages. Harx claims that the creation 
of value is due to labor, but that the laborer does not receive 
Ihe full product of his work, that over and above what he 
receives there is a surplus enjoyed by other classes of society. 
The time will come when people will find it hard to believe that 
this doctrine ever received serious attention. 

A third meaning of the word sur-plus is that used when, in 
discussing the wealth of society at large, or of a particular 
portion thereof, we sometimes speak of a surplus over and above 
general subsistence, if we may use such a term: for example, the 
surplus of the community . This use has not led to any special 
theory of surplus value. We ml^t call a surplus, used in this 
sense, a production surplus, since from this savings can be 
made, and savings are a social surplus as well as an individual 
surplus. 

It is this sort of surplus which is In question with 
respect to Germany to-day in the matter of reparations. This 
surplus over subsistence depends on excess of production over 
consumption, and that maybe made greater either by increased 
production or by reduced consumption, or by both. The amount 
actually saved by Gennany Ji&y not be as great eis the ssnount 
that mi^t be saved by a reduction of the luxurious expendi- 
tures liiich had Increased by leaps and bounds for twenty years 
before the war. 3) 

8) Weekly Review . Teb. 9, 1921, p.l21. Cf. J.M. Keynes. 
Seonomlc Conseouences of the Peace , (5ew York, 1920). 
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X>eflnltloo of surplus as usea In this work . Fourth, we have the 
use of economic surulus in ^e narrow sense of the term, as It 
Is used in this chapter. We can define It thus: The economic 
surplus is that which is mid over and aboTe such a return to 
those 3*0 are engaged in production as will Ing^e them to cTo 
their part fully and efficiently In xSe work of prolircTlon. 

laevelopment of this idea of surplus . Let us now observe the growth 
of the idea of surplus~rn this narrow and strict sense of the 
term. This idea was Introduced Into economic literature Uy 
the Hiysiocrate, who regarded rent as a surplus In this narrow 
sense. It was, they thought, a surplus that accrued to the 
individual, Ijut that could not be abolished socially, for it 
came as a necessary result of the diaracteristlcs of land. It 
would also be a surplus In the broader sense that we have des- 
cribed - something enjoyed by a privileged class, an excess over 
what was enjoyed by a non-privileged class; but they held that 
this privileged class was socially desirable and even necessary 
to general prosperity. 

Adaa Smith. This idea of rent as a surplus was also entertained by 
the followers of Physiocrats, by Adam Smltti and the Classical 
Economists, and, generally speaking, by the socialists. But Adam 
aslth enlarged the idea of a surplus, by the inclueion of 
Interest in it. In one place he speaks of profits (undifferen- 
tiated from Interest) as a surplus, as something abstracted from 
the product of labor. He says that In the natural state of 
society, preceding the appropriation of land and the accumulation 
of capital, the entire product of labor belonged to Uie laborer, 
and that if this natural condition had continued, it would not 
have been necessary for labour to share its earnings with land 
owners and capitalists. In this way, therefore, we might call 
rent and profits a surplus, someirtiat in the sense in which Karl 
Uarx uses the term, althou^ Adam Smith does not necessarily 
attach disapprobation to the idea of surplus - certainly not 
when it means profits. It must also be remembered that Adam 
aiith'B theoretical ideas are not to be gathered from what he 
says ckbout an Imaginary natural condition of society. It is 
to be noticed further that, in the dieeussion of taxation, he 
differentiates interest and profits and says that interest is a 
non-get-at-able eurplus.*) But he would call rent a get-at-able 
surplus: and he does by Implication attach a certain dis- 
approbation to the receipt of rent when he st^rs the landlords, 
like other men, love to reap where they have never sown, and to 
have a return without any exertion- On the »aiole, however. Smith 
wae rather favorable to the landlords. 

Ricardo. We may say that Ricardo somewhat enlarged the idea of a 
surplus. It would appear that profits, according to Ricardo, 
could be regarded to some considerable extent as a surplus, since 
his idea of I nterest included something over and a bove what is 

6) Wealth of Hationa, Bk. V,, Oh. 1., Part 1., Art. tJoOQle 
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necessary to Induce capital to continue its work. This is she™ 

5 i*-,? *^ ^° "^* chapter of Rlcardo's treatise. Principles 

or follttcal Economy and Taxation , in irtiich he discusses "gross 
ana net revenue"10 ) He recognized there that aometimes even 
the wages of labor may contain a surplus, but, he says, the 
wages of labor ordinarily include no surplus and are only what 
IB necessary to induce laior to continue its work in production. 
Ihis is his Idea of noimal wages. He believes that it is not 
necessary that there should be any private receipt of rent. 
Because the work of production goes on even on the laargln, and 
Will continue without the private receipt of rent. Hor would 
it seem to be necessary, in his opnlon, that there should be 
»ny definite return to the owner of capital. Capital will take 
what it can get, and that is determined by the margin of 
production, where the whole product is divided between labor 
and capital. -What labor receives, according to Rlcardo, is a 
J™", i?*'^ ^y the standard of living, and capital receives what 
IB left of the product on the margin after the share of labor 
has been deducted. According to Rlcardo. therefore, a con- 
siderable part. If not the whole, of profits would be a surplus, 
though he seems to liig)ly that a certain amount of profits must 
be placed among costs. Bent and profits constitute a net revenue 
and a nation's power of "supporting fleets and armies, and all 
species of unproductive labour, must be in proportion to its net 
and not In proportion to its gross income" and "the power of 
paying taxes, is in proportion to the net, and not in proportion 
to the gross, revenue." Hi Rlcardo, therefore, had much the same 
Idea of surplus that Adam Snith had, enlarging it only slightly; 
but he contributed to the growth of the socialistic idea of 
surplus by the logical method of his reasonlr«. 

One thing notable in Rlcardo and otters of this period is 
the idea that taxes must oome out of surplus, or net revenue. 
IhlB depends on the idea that the work of government is not 
productive, for If it Is productive, it is one of the costs and 
need not come out of net revenue or surplus. This idea of 
Rlcardo and others still persists; it Is not recognized that 
government activity is productive, notwithstanding the fact that 
the government now provides many of the services formerly pro- 
vided by individuals for themselves. The case of street 
sprinkling is an example. Tfes this a cost ithan paid for by the 
land owner, and is It not a cost now? The old Idea of taxation 
lingers - the idea that goes back to the time of the Phyelocrate 
when taxes did go largely for the extravagant expenditures of 
kings. Then they did have to come out of a surjlas, but 
conditions are not the same to-day. 

10] Chap. XXYl. 

li) David Rlcardo, Principles of Political Bconomy and Taxation , 
Conner Edition ILondon, 1919). pp. 336-7. <T\C 
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Senior. After the Physiocrats, however, ttie man who contrihuted 
most to the Idea of surplus was, perhaps; Kassau William Senior, 
whose ideas we have considered. As we have seen Senior looked 
upon rent as an individual surplus, hut he enlarged the Idea 
of rent very greatly, and Included under it the income yielded 
hy inherited wealth, considering this income to be a part of 
surplus. All Income »*iich is not a retjrn for effort and 
sacrifice, senior regards as surplus. Tfeges are a return for 
sacrifice, and, according to Senior, profits (Including interest) 
are a return for sacrifice. The sacrifice of the capitalist is 
ahstinence; consequently interest in the strict and narrow sense 
of the term, should not, according to Senior, he regarded as a 
surplus, but as a return for a peculiar sacrifice which he 
designates as abstinence. He defines rent as "the revenue 
spontaneously offered by nature or accident" and says, "If 
wages and profits are to be considered as the rewards of 
peculiar sacrifices, the former, the remuneration for labour 
and the latter for abstinence from immediate enjoyment, it 
is clear that under the term rent must be included all that is 
obtained without any sacrifice: or, which Is the same thing, 
beyond Itie remuneration for that sacrifice; all that nature or 
fortune bestows, either without any exertion on the part of the 
recipient, or, in addition to the avera«el2) remuneration for the 
exercise of industry or the employment of capital. "IS) 

Vhen he says that under the term rent must be included all 
that Is obtained without sacrifice, or beyond the remuneration for 
that sacrifice, he describes Drtiat we call surplus, althou^i he 
does not express the idea very clearly. TOlat he calls rent is 
something over cmd above what is neceseajry to induce the factors 
to continue their part in production. For example, he calls the 
revenue from a dock or wharf profit when the dock is In the hands 
of the original builder, because profits and wages were necessary 
to Induce the factors of production to construct it; part of the 
revenue he calls wages, part profits. But when the dock or 
wharf passes over to the heirs of the constructor, the revenue 
acquires all the attributes of rent, because the income it 
brings to the heir is not a return for sacrifice. The original 
builder, says Senior, hao had his reward; to the heir the 
return la a gift of fortune, not the reward of sacrifice. It 
is In this way that Senior, on the one hand, cuts down the idea 
of surplus, removing interest in the case of ttie saver, but, on 
the other hand, enlarges very greatly the idea of surplus (or 
rent as he calls it) by addlns inherited wealth, or any profits 
in excess of the "average return." He also includes any. surplus 

12) Ssnlor does not mean "average" but what we how term "marginal." 

"Average return" would include rent. „ , 

IS) Senior, Political Sconcmy. pp. 91-2, 128. .jizedbyCjOOQle 
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earnings due to extraordinary talent and the returns due to 
lortune or chance, or »«iat wb TOuld technically call the gains 
or conjuncture. These are his words:- "Such are the 
Xortuitous profits of the holders of warlike stores on the 
Breaking out of unexpected hostilities; or, of the holder of 
Diaok cloth on the sudden death of one of the royal family. 
Buch would te the additional revenue of an Anglesea miner, if, 
instead of copper, he should come on an equally fertile vein 
or silver. Ihe silver would, without douht, he obtained hy 
means of labour and abstinence; but these would have been 
repaid by an equal amount of copper. The extra value of the 
silver would be the gift of nature, and therefore rent-'K) 

J-S. mil. Tracing this idea farther along the current of 

economic thought, we come to John Stuart Mill, who, although 

fi^"?'''*' "*'°° **'* ^*** °* surplus, contracted it, as compared 
with Rloardo and Senior, by the introduction of the idea of 
minimum profits. Ricardo did not e:5>reBB the idea of a certain 
minimum necessary in order to secure the application of capital 
to industry, but seemed to believe that profits mi^t fall in- 
definitely, mil, however, maintained that a minimum existed, 
because if we go below that, the reward to capital would not be 
sufficient to maintain the exlstli« amount of capital and the 
amount of capital would decrease. Any return In excess of the 
minimum would have to be looked upon as a possible surplus, 
though not necesaarily a surplus at a given time and place. 

Forms of Surplus. Returning then to our definition of economic 
surplus In the narrow sense: a return over and above that which 
will Induce those who are engaged In production to do their 
part In it fully and efficiently, we find that it may appear In 
several forms: 

1. Rent of land. 

2. Interest. 

3. Personal surplus. 

4. Uonopoly gains. 

5. Gains of conjuncture. 

The last two of the series, though really distinct, may accrue 
to the recipients under any one of the first three forms, but 
these gains are in their nature distinct from rent, wages, and 
Interest, and when merged with them, should be separated out 
for consideration in any economic .discueslon that aims at 
scientific accuracy. 

Eoclally necessarv eurplua . Bo far we have discussed the actual 
surplus and not the socially necessary surplus. These two are 

14) Senior, golitlcal Bconomv , p. 129. 
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not the saiiie and theyanay be far aiart. Society msff be able to 
control the amount of surplus that accrues to the Indiviaual 
without lessening production. Por example, taxation may take 
from a man a large part of the earnings due to his superior 
capacity without causing him to diminish his services to society. 
If. however, the man thinks that he is unjustly treated, or If 
the reduction in his income is abrupt and radical, the result 
may be inferior services. Itoether or not taxation will diminish 
his services, depends on a multitude of considerations. 

Viat can be done in this way depends in part on the govern- 
ing unit ttiat undertakes the control. The power of the UnitSd 
States is far greater than the power of a single state, and the 
power of an international combination is still greater. If we 
ever have anything like world economy, represented by an 
association or League of nations,' that would have the greatest 
power of all. 

In the case of a proposed reduction of a personal surplus, 
we have to determine how much the income could be reduced without 
lessening the services. Artists like Wiistler and Wagner 
thought that they must have very expensive surroundings in 
order to do their work. TPagner, we are told, thou^it ho must 
have certain colors eaxjut him and certain very extravagant 
fumlshings in his home and his wo* rooms. If it was really 
necessary to have these expensive surroundings in order to 
secure the production of masterpieces, it was certainly worth 
while to pay the necessary supply price for the product. In 
the case of men engaged in research work in universit^ies, it 
is probable that, on the whole, society does not pay the 
necessary supply price for the highest possible product. On 
the other hand there are men who are working for a million 
dollars a year and rendering valuable services t4io would doubt- 
less work equally hard to secure half that amount if changed 
social conditions should reduce their incomes to the smaller 
figure. 

Trom the individual point of view there are three kinds of 
surplus. 

I. Ilonopoly. 

II. Conjuncture. 

III. Personal. 

1. Evanescent, perishing with its personal service. 

2. Incorporated In material goods. 

3. Fixed in intangibles as good-will, etc. 

^om the social point of view. 

I. Payments over and above necessary supply price. 

II. Payments for which no sufficient return is madeani)^ 
no return, or a minus return. '-^ 
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APPEKDIX TO CmjTER II 

By H.B- Borau (Itomiber of Staff of the Institute for 
Research in Land Sconomics). 

!Die Surplus gains commonly secured under our present 
economic order can lie classified as primary and secondary. A 
primary surplus is one which arises in connection with the 
supplying of the requisites to production, working, waiting 
and risk-taking. A secondary surplus arises in tiie process 
of combinirig. proportioning and utilizing the renulsltes of 
produotion hy the "going concern." 



Profits 



Wages 



All of the re- g 

quisites to produotion 
are supplied under con- 
ditions «iioh yield to f 
most individuals a pri- 
mary surplus. These 
primary surpluses aris- • 
ing in connection with 
interest, wages, rent * 
and profitB can be 
analyzed and set forth 
in two ways. The cost 
of production or ne- ° 
cessary supply price of 
each of these essentials 
of production can be 
considered the same for 
different persons and 
the reward they receive * 
as variable, or all of 
the individual 
recipients of interest, 
rent, wages or profits 
can be shown to receive 
the marginal return a 
irtiile having different 

costs of production, Figure I. 

thus gaining for them- 
selves differential surpluses, as their costs are below the 
marginal cost. 

The fact that the rent from land is only one of a number 
of differential gains commonly arising in our present economic 
system is shown in Figure I. The dotted lines a-k, x-j and so 
on, represent the rising costs or supply prices of the 
requisites to production, land, capital, labor and risk-taking, 
as we proceed from the lowest cost producer at the left to the 
margin of the rendition of these services at the right, a-b then 
represents the differential gain accruing to the owner of the 
best land, the amount of this differential decreasing as Vm 



Rent 
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liaxgln is apiproaohed at »hioh point the increased costs l-k pre- 
clude the taking of ahy econonllo rent. It is not to be assumed 
that the rent from land is necessarily a differential Surplus . 
It is included here primarily to show the similarity of interest, 
wages, necessary profits and land rent, in that all are the bases 
of differential gains to the IndlTiduals supplying these requi- 
sites. 

Interest as ths reward for saying is similarly gained under 
conditions Which make possible a primary surplus to many who 
render this serrloe. Indivl&ials vary in the rate at »hich they 
discount future uses. The rate of interest must, of course, be 
high enou^ to Induce the amount of saving necessary to supply 
the capital demanded. Figure I. k-J represents the Marginal 
cost of production of capital. All persons willing to save at 
a reward leas than k-j gain a surplus. Ho doubt there would be 
«uch saying without any inducement of interest (b-x) as well as 
some small amount at a negative interest rate. To such 
individuals the entire Interest payment received Is a surplus 
gain. 

IbgeB are also gained under conditions whlcih yield to many 
a' surplus. There are those who receive just enough to compensate 
them for the performance of Uielr function but many workers 
doing the same work, paid in the same market, are gaining 
surpluses equal to d-e or less, due to the fact that they would 
render their service for less if competition did not drive the 
price of working to j-i. 

The reward for risk-taking (necessary profits) is also 
obtained under conditions which make possible differential 
surplus gains for those who would be willing to undergo the 
economic risk at a price lower than (1-h) that, necessary to 
Induce the marginal rendition of fills function. 

The areas (f-g-h), (d-e-1) and (b-c-j-x) are as truly 
differential surpluses as the more commonly recognised dif- 
ferential return to the owner of land as represented by area 
(a-b-k). 

While in connection with Figure I, we have analysed the 
nature and sources of primary surpluses which are generally 
accruing to Individuals who supply the primary requisites to 
production, of working, waiting, and risk-taking; in Figure II 
the theoretical analysis of this chapter is applied to the 
"going concern", in order to show the nature and sources of 
secondary surpluses. Under conditions ot perfect competition, 
the "going concern" purchases the requisites of production at 
the n&rglnal price, which process makes possible the surplus 
gains in connection with interest, wages and risk costs as 
shown in Figure I. But the kinds of surpluses mentioned in 
cAnnectlon with Figure I constitute only what are termed primary 
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Conjunctural Gains 



Gains from 
Imperfect Competition 

1. Natural Imperfection 

2. Uonopoly Power 



Economic Differential 
llans.gaiDe)i^ Cos^ 
Risk Costs 
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Burpluaes. other fomB of surplus arise in connection iiith the 
efforts of entrepreneurs to combine these priinary requisites of 
production in the creation of economic goods and services. The 
"going concern" is ttie organism of production, Ttoether it he 
agricultural, manufacturing or mercantile, that iemands land, 
labor, capital «uid 

risk-taking in order It |J 

to carry on Its pro- 
cesses. It must of 
necessity in a com- 
petitive order pur- ^ 
chase these requisites 
at their marginal cost 
of production and In 
doing so incur as a 
cost Tfaat is to Bany 
individuals, in part g 
at least, a surplus 
gain. Ihe "going 
concern" is enabled, p 
however, in its com- 
bining and proportion- E 
ing of these requisites 
to show certain surplus " 
gains for itself. These 
are set forth in r 
Pigure II. 

Figure II repre- 
sents a series of 
"going concerns" from B 

the low cost units at 
the left to the mar- 
ginal concern at the A 
right. Ihe best con- 
cern has a capital 
cost of A-B or H-S per UHIT OF PRODUCT, while the marginal concern 
has a capital cost of 4-S per UNIT OF PRODUCT, or a unit coat 
hi^er than the best concern by 4-R. The analysia for labor 
coeta and risk costs is similar, the marginal concern in each 
case having a hE^er unit cost. True management costs, on the 
contrary, are hi^ier for the super marginal concern, for it is 
largely due to the superiority of management that savings in 
connection with interest and wages are made possible* 

The cost of production at the margin is L-S, while in 
the best concern it is A-F. 0-F is an economic differential 
accruing to the best "going concern" because of its superior 
skill, economy and efficiency in the utilization of labor and 
capital end its ability to operate under conditions of leaa 
risk, llanagement of the best concern is enabled to bargain for 




Capital Costs 
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Figure II. 
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4 part of the savings in the uUlization of labor and capital, 
that 18, part of the differenUals E-ft-R, 0-P-O and Ji-M-M. But 
since it taJtes the combination of the beet manj^er and the best 
opportunity working with the best retiuisites of production to 
prodvxe the surplus E-O-L over the labor, capital and risk 
costs, management must he satisfied with a portion of the 
differential represented in the diagram by E-F-L. 

Areas (R-B-!4)+(P.C-0) + (ll-ll-li) - (L-B-P)=(L-P-G). Hiis 
ia the differential surplus of a "going concern" due to the 
superior utilization of the requisites of production. 

Competition, however, is not perfect and business is 
not conducted on a "cost of service" basis even at the margin. 
Another Important secondary surplus arises from the fact that 
theoretlcslly perfect competition does not exist. These sur- 
pluses we have termed "gains from imperfect competition," 
whether that imperfection be natural or artificial. Uany con- 
cerns make gains due to the absence of competition and while 
the significance of monopoly gains Is no longer what it used 
to be, many concerns, however, do secure gains from their ability 
artificially to restrict competition and thus raise prices. 

A third form in which surplus gains accrue to- the "going 
concern" is that of "oonjunctural gains." This Is the most 
uncertain of all surplus Incomes. The oonjunctural gain Is 
by definition unpredictable and accrues to marginal as well as 
supermarginal concerns, seemingly, without any principle govern- 
ing its determination. The gains due to conjuncture must of 
necessity be set off against losses of the same unpredictable 
character; for a concern may for a few years show large sur- 
pluses due to conjuncture and then have the gains of years 
wiped out in one oonjunctural loss. 
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CHAPTER III 
THE HEBOIBQ COSTS IK lAKD UTILIZAIIOH 

I. The old view - rent an Income without cost. 

A. Turgot and the Physiocrats. 

B. The classical economists. 

II. Ih« new view - the necessary supply price of land. 

A. Vc economic surplus In rent. 

B. Does the necessary supply price Include large 
gains and losses? 

C. Was there ever a surplus in land Income? 

III. The ripening costs. 

A. Definition. 

B. In urban land. 

C. In agricultural land. 
]>■ In mineral land. 

S> In forest land. 
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CHAPIBH III 33 

EE agBSOIG COSTS IH LAUD UTIIIZATIOH 

In order to know ithat the income from land is, we should 
and must know what we put Into the land as well aa what we 
take out of It. it is suggestive of serious mistakes, that the 
consideration of land rent and land Income has not been closely 
connected with the consideration of costs. 

.014 view - rent an income without cost . The classical view of Sie 
rent of land is that it is an incooe without cost. It is 
treated as a surplus, and as the chief or main kind of surplus. 
In the opinion of Turgot and the Physiocrats the rent of land 
was an income without cost to the individual and also without 
cost to society. Sent was regarded as something that csme out 
of the land without anything going in. 

But hy Xbe classical economists of the Bicardian type, 
rent was regarded as a surplus only from the point of view of 
the individual - not from that of society. The rent of land 
according to the strict classical view is due to social growth 
and is a product of the life of society. It is a social creation 
and therefore would toe considered as socially earned. But Uiis 
socially earned rent, ibe classical economists say, is reaped 
ty the individual landlord, who, to paraphrase the words of 
Adam Smith, is reaping without sowing. This would be their 
view whether rent is looked upon as a gift of Hature and due 
to her bounty (as Adam Smith and the Physiocrats considered it), 
or whetber it was regarded as due to the niggardliness of 
nature [as was thought by Ricardo and John Stuart Jtill). It 
is not certain that rent could be spoken of as a social creation 
if, as Ricardo and Hill thought, it is due to the niggardliness 
of nature which is felt more and more as time goes on. Certainly, 
however, according to this view it is not something that is 
individually created. 

Hew vieu - the necessary supply price of land . In the present work 
the subject of land income has been approached without 
assumptions, and an effort has been made to avoid question 
begging definitions. 'She concept land income has been taken 
and an inquiry has been made into the costs necessary to produce 
this income. Just as it would be made in the case of any other 
sort of income, and as it would always have been made in the 
case of land Income if the assumption that land income is a 
surplus had not led Investigators to neglect such an inquiry- 
It is the necessary supply coats that we are considering, and 
these must b« considered from the individual and from the social 
point of view. 
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Ho economic eurplue In rent. Prom the IndlTidual point of view, 
at any given momB% in clrlllzed society, there is no surplus 
in land income: there is nothing beyond low returns on the invest- 
ment which has been made. Normally and regularly an investment 
in land gives a return rather less than that yielded by other 
InTeetments. A return of three and a half to four per cent on 
an investment in land is considered a good return. 

This has long been recognized, as will be seen from the 
fallowing quotations. Sam Johnson said to Boswell:- 

"It Is better to have five per cent, out of 
land than out of money, because it is more secure; 
but the readiness of transfer and promptness of in- 
terest make nany people rather choose the f\inds. 
Kay, there is another disadvantage belonging to land, 
compared with money; a man is not so much afraid 
of being a hard creditor, as of being a hard 
landlord." 

BoBwell said:- 

"Beoauss there is a sort of kindly connection 
between a landlord and his tenants." 

But Johnson replied:- 

"No, Sir; many landlords with us never see 
their tenants. It is because, if a landlord 
drives away his tenants, he may not get others; 
whereas, the demand for money is so great, it 
may always be lent."l) 

George Tucker of Virginia said:- 

"It may be remarked that land, including 
lots and houses in town, yield less than the 
average profits of capital, partly on account 
of the greater security of the capital, and 
partly because, being visible to all. and 
appreciable by all, they confer on the proprietor 
somewhat more of influence in society than per- 
sonal property." 2) 

1) James Boswell, The Life of Samuel Johnson . Part Two-Biography. 
A Library of University literature. P.P. Collier & Son. p. 263. 

2) George Tucker. Political Economy for the People . Philadelphia, 
1859. p. 64. See discussion of Tucker in John Roscoe Turner's 
The Ricardian Theory of Rent (New York. 1921), Chapter V. 
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Looking at the question from the individual point of view. 
Bach eurpluses ae occur in the utilization of land are due to 
luck and chance - to conjuncture. Let us say aleo , they may 
be due to speculation in the strict economic sense - to a 
successful peering into the future. Tlhen discoveries of rich 
natural resources, such as oil or gas. are made, there axe 
often, as a result, enormous unearned increments, and there 
are correspondingly great unearned decrements In the case of 
failures. Ihis holds generally for minerals, and it mi^t 
hold also for some other natural resources lAioh may be found 
as a result of search, - possibly some wonderful water power. 

A question ansSB as to whether there is here a true 
economic surplus, providing richer rewards than are necessary 
to offset the losses and to bring out the supply. Let us 
turn to our definition of an economic surplus, given in the 
preceding chapter. 

*e speak of one kind of surplus as an economic 
surplus, and we understand thereby what is over 
and above such a return to those who are engaged 
in production as will induce them to do fully 
an<lBf,fioiently their part in the work of production. 

When we consider one individual, we might say that he has an 
unearned increment, but we must regard the individual as con- 
nected with society, as one of the social units; and we have 
not a real surplus if the reward is not more than necessary 
to produce the supply. 

Does the necessary supply price include large gains and losses? 
The question may be asked: Does the necessary supply price of 
mineral land carry with it such large gains and large losses 
as at present occur? It may be so. It may be that the hope of 
large rewards is necessary to offset the risk of large losses, 
and that without the large rewards the necessary supply would 
not be produced. If this is so, the large rewards are part of 
tie cost and cannot be included in the economic surplus in the 
strict sense. But we have to ask still another question: Is 
it possible so to arrange things that we may minimize the losses 
and appropriate something out of the gains for the public 
treasury, to be used for social purposes? Can we introduce a 
stabilizing element that will make both losses and gains less? 
Sot answering this question one should have a knowledge of 
mining engineering coupled with a knowledge of economics. It 
is probable that as a resu:'.t of careful surveys - such as the 
geological survey, but carried farther - we co^ld reduce the 
chance element and appropriate a portion of the supplies of 
minerals discovered and still leave enough to the individual 
to Induce him to continue the prospecting, etc. vitiich is needed 
to produce the supply. In other words, the necessary supply 
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price would ^)e left to tte Individual uhlle society would 
receive the surplus. 

TOien the question ia at first considered, it seems a 
simple one; the o'bvious thing seems to te the eetablisfament 
of public ownership of mineral treasures and the reaping through 
this of large gains for social purposes. Economists are in- 
clined to favor the public ownership of sub-surface treasures, 
and this is probably a sound doctrine. The thing that produces 
misgiving, however, is the experience of the world as we learn 
it from those who come into close contact with mining problems. 
According to one who has studied the effect of public ownership, 
it has stopped successful search for minerals in British 
Colusibla and perhaps elsewhere in Canada. 

In urban land as well as mineral land there are large 
gains and losses; luck and chance play a greater r3le here than 
in agricultural land. A great deal can be done by city planning, 
the function of which is to give stability and to lessen the 
effect of luck and chance. Snou^ progress has already been 
achieved in city planning to make it evident that this can be 
accomplished. It makes city land a far safer investmsnt, and 
it should be made safe; for land is the investment of Uie poor 
man, the teacher, the preacher, and other professional people, 
whose hard earned savings are often lost through changes in the 
character of city districts, ttiat could be eliminated by planning. 

Was there a Burplus in earlier times? He have been considering 
costs as they appear at a given moment, but we may ask whether 
a surplus did emerge at some time in the past. Can we find a 
time *en there was a surplus? Take the United States and start 
with the pioneers. Did they get a surplus over the return on 
their capital, labor and enterprise? Any one who knew the 
pioneers would say no. They worked early and late; it took a 
life time of uniremitting toil to develop tiieir farms out of the 
raw lands, lien became old and broken before their time, and 
malaria end other diseases Incident to life in a new country 
carried many of them off to an early death- The women especially 
suffered from the hardship of the life. The wives of the 
pioneers died young: sometimes two or tiiree of them were needed 
to bring up one pioneer family. Hamlin Garland's works. A Son 
of the Middle Broder and i Eauchter of the Middle Border give 
vivid pictures of this life, as also does Ifeitoert Quick's recent 
book, Vandemark's Polly . 

The return to the plo.ieer in increased value of the land 
is a cost- a payment for the continuous toil, often lasting 
for several generations, that has been expended upon the land. 
It is part of the necessary supply price - that Yftiich is re- 
quired in order to bring into use the needed supply of land. 
It may be objected that some had larger returns than others, 
that they were more ttian adequately rewarded. It is true that 
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thj labor of the pioneers net with unequal returns, but It naa 
not usually a nueetlon of soice getting inordinately high wages. 
i" tbe case of the pioneers it seems that the successful ones 
got fair wages and the unsuccessful ones got very low wages. 
Some of them put into the land what they had accumulated and 
got nothing In return. 

iMok and chance play their rffle here, and If we consider 
a single case by itself there may be a surplus - a conjunotural 
surplus. Luci and chance as well as good judgment play a part 
In land selection, and these are capitalized. But under our 
system they are taxed and part of the surplus Is taken In this 
way for society. In the state of meconsln they are taxed In 
a three-fold way at leaSt, (l) land values taxed annually, (2) in- 
come taxes, (3) Inheritance taxes, and there may be also 
(4) special assessmcDts. Federal income and Inheritance taxes 
also take away part of the surplus. Shall we try to reduce 
still further the gains of those i*o got the hl^er returns as 
pioneers? Suppose they have been lucky or wise in the selection 
of their land, if we take away the gain due to wise selection, 
it Is bad for society, ifcose Interest it is to have the best 
lands in the hands of those who can best use them. It Is true 
that a later generation Inherits the land and that a property 
surplus arises there due to the institution of inheritance, 
though it Is reduced by taxation as we have seen. This surplus 
oould be removed by abolishing the institution of inheritance, 
but it is not this institution worth while in civilized society? 
If you remove it, would you not remove also a great stimulus 
to activity? 

Take land In an old country like Sngland. We can go 
back as far as the Norman conquest with fair historical cer- 
tainty. The wark of the pioneers then -ws battle and subjugation - 
things that society will not endure to-day. But we cannot go 
back to that - vested rights are recognized by all civilized 
peoples. Te cannot right ancient wrongs, even socialists agree 
to this; we can only better conditions. 

The extent of the costs that arise in the production of 
land values in England can be gathered from the following 
quotation from an article "Changes In Landownership in Bngland'' 
by fiarold Cox: 

'*It cannot be too strongly emphasized that the 
land of Sngland today owes its value, not to its 
Inherent natural qualities, but to the work done 
upon it by man. The thing called a farm, with its 
buildings. Its roads and fences and drains. Is the 
product of human labor and enterprise. It repre- 
sents a capital investment made by generations of 
landowners, lAio, Instead of spending on themselves 
all the rents they received, or ml^t have exacte4, 
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have progressively added to the value of the land by 
continuous ejc^enditure upon iiaprovemente . The dis- 
appearance of the heriditary landowner will meaji the 
loss of this convenient method for securing land- 
inrpr oveme nt- " 3) 

It is probable that these production costs have been greater 
in Bngland than anywhere else, when we look at them from 
the individual point of view; and from the social point of 
viev/ they have also been great, 

An American, a practical man of business has written as 
follows: 

"One matter I consider of great importance.... 
I refer to an analysis of land values which would 
show as nearly as is possible those improvements 
which have been made to the land in the way of 
clearing, building fences, sinking wells, etc., 
which in any census figures would not be included ' 
in 'improvements' but which are improvements 
nevertheless; in other words, one of the things 
that interests me in this investigation is to 
determine the proportion of apparent Increment 
which is represented by improvements of .tliis kind 
and assessments for road building, etc.***' 

Here also we have a recognition of the cost of production of 
land values. 

The first of these quotations desOe particularly with 
agricultural land, but in the second the writer had in mind 
urban land also; for the cost of producing urban land in modern 
times is enormous. These costs continue for centuries. There 
are offsets to Ihese in income, and in certain cases. the income 
may be sufficient to cover the costs fully; that is to say, 
to pay a fair return and to amortize the expenditures of 
capital. tChat is a question which cannot be settled without 
careful investigation. 

■fflhat are the social costs of producing urban land in a 
place like New York? There are the streets with their gradual 
development, the enormously esqpensive public utility plants, 
the recreation grounds as seen in public parks and in playgrounds 
of all sorts and descriptions, the expense of protecting the 

2) Atlantic Monthly , April, 1922, pp. 560-561. 
4) Sxtract from letter wri 
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land while it Is awaiting utlUzation, ttie expenditures that 
are due to efforts to liaprove the Bocial atmosphere and to 
establish public and private morality. These things enter into 
the cost of producing urban land, and give it value. The 
extent to which all these costs enter into the oreatioh of land 
values is a problem upon liilch a great deal of work should be 
done. 

When we consider the question from the point of view of 
the individual, we must look at the taxes and special assess- 
ments Yhioh he pays and the endless contributions that the 
land owner ia expected to make toward projects for civic develop- 
ment, in order to reach an estimate of the cost to him of the 
production of urban land. 

It is said that we have land values ii4iich bring a money 
return, tut which are not earned. Is this true to a greater 
extent in the case of land than anyrtiere else? It is doubtful. 
It is probable that nobody works harder for i^at he gets, con- 
sidering it by and large, than the landowner; and he usually 
gives a big return to society for what he receives. 

Ripening Costs. In addition to the production costs of land values 
there are certain costs, »*iich are both social and individual, 
lAich we may call r ipening costs - that Is, the costs that must 
be met while land is ripening into use, or idiile it is ripening 
from a lower use into a- higher one. 

In a society where the institution of private property is 
established, some one must hold the land. If one owner finds 
the costs too great and the land falls to the government for 
unpaid taxes or other charges, the government simply sells it 
again to some other individual, who then becomes the bearer 
of the costs. If the land is in its highest use, the Income 
usually covers the cost of holding; but if it is not in use, 
or if it is ripening from a lower into a higher use, the costs 
may not be offset by income. The income may be nothing at all, 
or the income from the lower use may not be equal to Ihe costs. 

In m-ban land . The most striking illustration of this Is in the 
case of urban land. The city of Ifeshington, for example, has 
much land that is waiting for appropriate use. The city was 
widely laid out, the plan was appropriate, no mistake was made 
apparently. Land there is ripening from one use to another. 
Some one has to carry the burden of land holding, nftiich is a 
cost from the individual and from the social point of view. Some 
of the land is not used; some is employed for uses less intense 
than urban use - for gardens, playgrounds for children, etc. 
Superior in Wisconsin, Seattle in llie State of Washington, 
Hunich in Germany, all offer illustrations of this ripening of 
land into hi^er use. The tiniversity of Chicago is also holding 
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land which It expects to use In the future, and is carrying, 
in the meanwhile/ tiie costs, except taxes on the land that is 
part of the canqsus, »hich is exempt from taxation as property 
used for educational purposes, even though buildings have not 
as yet been erected upon it. Jm interesting case of this kind 
is that of the Madison Park Foundation, Uadison, Wisconsin. 
This is ah association formed for the purpose of buying property, 
the location of *iich makes it desirable for parks, etc. . and 
holding it for future use for park purposes. The stock holders 
pledge themselves that the property so purchased for subsequent 
development and sale to the city of Madison or other public 
agency, will be held without profit or advantage to them, other 
than the return to them of their iffinclpal investment together 
with interest thereon at the rate of six per cent. If the 
corporation acquires a surplus over this it shall be used for 
the development of land already acijuired by the city or fo* 
the purchase of other lands deemed necessary for the working out 
of the park development of the city.S) Property to the value 
of forty thousand dollars has already been acquired. 

The costs that have to be met by the individual hold- 
teg land are in taxes, special assessments, and interest on the 
money that has been invested in the land. One can see no way 
in titoich all the land can be brou^t at once into its highest 
possible use with advantage to seciety. If such a system were 
possible, it would result in undesirable groupings; there would 
be no flexibility, no possibility of adjustments and rearrange- 
ments. The cost of holding land lb lie adjustments are going on 
and Kiiile it is nat\irally fipening into use must be borne by 
some one; there is no way to avoid it in this country or any 
other. We can intsoduce a system of 'public ownership and have 
society bear these costs instead of the individual; but if we 
have decided that private property is what society prefers, 
the costs must be individually borne. 

Let us take, for exao^le, an actual case. A man known 
to the writer has bou^t in a residence district three lots. 
On one of these he has built hie home, another he uses for 
a garden, the third forms a playground for his own children 
and those of his nei0ibors. The district has other available 
lots for those ^o wish to buy; this particular owner is not 
depriving any one of the opportunity to build a home; and it 
is hard to see how the land he owns could be put to better use 
from the social point of view. He does not expect to hold the 
lots indefinitely, but expects the land to ripen into the Higher 
residence use in ten years or so, ««ien it will no longer be of 
use to him as playground end garden. In the mean time he is 
bearing the comparatively heavy coste, and is thus doing a 

6) Wisconsin State Journal . June 6, 1928. 
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Bervioe to eoolBty. If we go beyond a certain limit in putting 
up bouses, there is social waste. It is quite possible that the 
artificial stimulation of building will result in over building 
within the next few years. 

agricultural land . Agricultural land also shows ripening costs, 
miere is land in Uisoonsin, for example, that is not ripe for 
use, but is ripening into use. To bring it all into use at once 
would involve excessive costs. Uuch of this land is cut-over 
land and is being cleared by its owners in their vacant time, 
little by little. The ripening costs are thus kept lower. Here 
again the costs can be much lessened by wise planning, by which 
the settlement of new lands can be made without excessive costs 
in road building and in supplying telephone lines, schools, . 
churches, etc. mdely scattered settlement malces these costs 
excessive, and the owner of land that ie ripening into its first 
agricultural use is heavily burdened by them- The lack of a well 
worked out theory and policy of land settlement in «iiB country 
has made the burden of costs very heavy. V 

These might have been avoided by the use of some such 
plan as Edward Gibbon Wakefield worked out .7) He wished to 
have the land held for a price high enough to prevent its being 
taken up too rapidly, yet not so high that It would discourage 
any capable persons from purchasing. This would keep a better 
proportion between land, labor and capital, since the capital 
and labor would be concentrated on a reasonable area instead of 
being spread thinly over a vast expanse of country. He believed 
that this system would be better for the settler as well as for 
society. Though the settler would pay more for his land, he 
would be the gainer ultimately, for he would be assured an 
adequate supply of labor, without vliich the land could not yield 
its greatest returns. According to Wakefield's plan the purchase 
price of the land was to be used to defray the expense of bringing 
imnigrants from the over crowded countries, and thus was to be 
paid back to the purchaser In the form of a labor supply. Writing 
at a time when public lands in the United States were being sold 
for cash payments of one and a ouarter dollars per acre, he 
declared that our system would have been admirable if the price 
had been higher. There is no certainty that this plan would' be 
the best for our country; but our difficulty has been the lack 
of plan. As a result we have had scattered settlement and have 
had a heavy burden of costs. Investigations that are being 
carried on in one of our great agricultural states indicate, as 

•>) Edward Gibbon wakef 1 eld. Bncland and America (2 vols. London, 
1833), Vol. II, Mote 12; and ^ View of ttie Art at. Colonization 
(London. 1849), especially Letters 46, 47, 50. 5S, 54, 55, 
57, 58, 52. 
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far as the liwestlgatlon haB gone, that the coet of holding 
agricultural land Is greater than tiie Imaediate returns. 

These costs may not in all cases he felt as a hurden 
hy the Individuals vho hear them. In some cases vbere Uiere is 
no hope of getting a return for these costs in the future value 
of the land, the psychic income offsets the costs. A supervisor 
of agriculture in one of the great districts of India - a native 
of the country - has told the writer of cases that he knows In 
Tbich land holders make less than they could n^e hy hiring out 
as laborers, but, nevertheless, cling to the land hecauae they 
love it. 

In mineral land . Blneral lands are often of such quality that their 
use at present is an economic Imposslhillty - the return would 
not cover the cost of the labor and capital expended upon them. 
They have not ripened into use. Other richer mineral lands are 
not given the fullest possible utilization because the extraction 
of the ore completely would involve a c&pltal investment that 
would not bring returns. The great llesaba Iron Range Of 
lUnnesota Is an exaapla of the latter type. The Iron that can 
be reached without too great expense is being tsken out, but 
much of the land still holds rich stores of minerals and can be 
worked a second time. At present it would not pay to do this. 
The lands in these cases have not as yet ripened to the point 
where complete utilization Is economically possible, and the cost 
of holding them muet In the meantime be borne by some one. 

Buoh waste could be avoided in all these cases by 
planning for orderly development. The development of the oil 
lands of this country, Tjhich has been entirely unplanned, has 
been accompanied by a great deal of waste that mi^t have been 
avoided. 

Id forest land . Forest land may be ripening for later agricultural 
use, or It may be await 'ng more intensive forest use. Per 
example, Uie forests owned by the Oeman city of Heidelberg 
were passing r.ver, about forty years ago, from the "low forest 
culture" lAiere the trees are cut before attaining a maximum 
growth, to the "high forest culture" In i4iich the trees are 
allowed to attain full maturity before they are cut for use. 

It is readily seen that the carrying costs for forest 
land under a system of 'private ownership are enormous. They 
are too great indeed for any individual to be expected to bear, 
and as a result wasteful utilization is almost Inevitable when 
forests are privately owned. Public ownership of forests, by 
distributing the ripening costs over society at large, makes it 
possible to carry the forests throu^ the ripening period with- 
out unduly burdening any Individual. 
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CHAPTBR IV 

THE MABGIWS OP HIODUCTIOH . 

1. Rioardo's Jiargin of Production. 

1I> Kot one but many margins exist in Uie field of production. 

III. Definition of the margin; 

IV. Supermarginal and eubmarginal production. 

V. Differences In gradations from margin in land and capital. 

VI. Bleoents in the determination of the grades of land. 

VII. Supply of the different grades of land. 

VIII. Are liie lower and upper m&rgins both rising? 
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CH/^PIER IV. 44 

THB MABSIMS OF PBOIPCTIOS . 

Rlcaido's margin of production. Rioardo and the claesical 

economists recognized only one economic margin of production. 
This margin they found in land utilization, and in their dlB- 
cusaione they had in mind chiefly agricultural land. They 
held that, as population increases and land cultivation extends, 
we have to go doim from good land to worse land, and that the 
poorest land in use at any time yields just enough to compensate 
at the ordineury rate the capital and Isibor expended upon it. 
Ihe entire theory of distriiution, according to Ricardo, turns 
upon the marginal uses of land, where the whole product is 
divided between lahor and capital, labor receiving enough to 
support life according to tiie accepted standard of living, 
the remainder going to capital, while on the better lands the 
landowner takes all of the product over and above the amount 
needed to compensate labor and capital at the same rate at 
which they are compensated on marginal Icuad. 

Hot one but many margins all over field of groductlon. As a 

matter of fact, however, modern economic analysis has shown us 
that there are maxgine of utilizatton in all parts of the 
economic field, and that every factor of production has its 
margin of utilization. There is no one decisive margin of 
economic production; the itoole field la a field of interchange- 
able margins. Tite find labor einployed i4iioh yields just enough 
in wages for maintenance according to the received and accepted 
standards of life, and other labor that yields a large surplus 
over and above costs. Tfe find also a great deal of submarginal 
lal>or, which yields only a portion of costs, the deficit being 
8u]^lied by charity, by accumulated ftinda, or by the consumption 
and exhaustion, more or less rapid, of the original gifts of 
nature as they find expression in the human being. This is 
true of both physical and mental labor. The income labor yields 
ranks all the way frcm nothing to the bluest returns paid to 
the extraordinary skill of the lawyer or physician with nation- 
wide renown. 

likewise we find every gradation in the returns given to 
capital and enterprise, and we need not now separate the two. 
Combined in business, they are In some cases functioning on 
a margin with no returns above actual costs, and in other cases 
they are functioning with returns of an enormous ma^ltude. 
It is said. Indeed, that some buBlnesses - for example, the 
grocery business - are parasitic, meaning thereby that the 
total net returns are not adequate to render the business, ae 
a whole, self sustaining, because, it is claimed, accumulations 
made in other occupations have to supplement iriiat the business 
itself yields in order to keep it going. It has frequently 
been said of mining, that it is in this sense parasitic: tlult. 
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more money is put into mining than mining yields, ■^etaier or 
not this iB true, no one knov;s; but the known facts illustrate 
the variations in return, running from deficits to nothing and 
from nothing to several hundred per cent of the capital invested. 

Definition of ptargin . The economic margin is an imapi nary and 

psychi cal level from which to measure elevations a n d depressio ns. 
It. is^ in itself a plane , access to which is open sjid up o n lyhich 
movemtsnt iB_ free . I ^ n are perpetually seeking the best "f l _eld for 
utiliz&tion of whatever they have to - offer in the pro eviction o7 
services ajid cconodities . Competition operates with the tendency 
to make all the margins equal in their advantages , but civilized 
man in a dyjiamic society is constantly putting forward his best 
efforts to_ raise all the margins of economic utilization . This 
is. a large part of what progress means . It is a constant 
struggle, a perpetual fight with adverse natural forces to keep 
the margins of utilization high . 

Tnfe could well take as a motto for economic society as well 
as for the individual man: Let us keep our marginal utilities 
high - no*.v and in the future - over our whole life. This 
means wise choices, the problem of life. In the wisdom of 
dioice lies, in part, the difference between civilized and 
savage man. The wise man thinks of the future as well as the 
present, while savage man seizes present enjoyment that may in- 
volve loss later. A high margin now, involving a low one later 
on, would be a poor choice. That we do make larogress in raising 
margins is shown by the greater comfort of all classes of 
society - even the poorest. This was well illustrated by the 
socialist campaign in Germany before the war, which gave up 
the argument of the increasing misery of the masees and accepted 
the idea of an improving society. 

A margin, then, is an imaginary level from -which we measure 
upward, eelevations, and downward, depressions in economic income. 
Thin may be a difficult concept, .but it is a very real and 
necessary one, vdth large significance both in theory and in 
lend policies. The margin is a balance or a sort of equilibritam, 
altiiough it may be a moving equilibrium. It is a place yrhere 
applications of the requisites of production realize proportional 
returns under a system of competition, there being no surplus If 
all of the factors are on tiiis margin. This means that, under a 
system of competition perfectly acting, margins are equal. 

Supermarginal and submarginal ^production . V?e have ea ready seen 
that returns may be supermarginal and aubmarginal, the former 
including a surplus, the latter a deficit. Wiere we have a 
subrarginal requisite, the other requisites being marginal, the 
total return is aubmarginal, and such production cannot hold its 
own in -the long run unless those engaged in production are under 
a permanent disability, itfhere radical agitation is prevalent, 
those engaged in submarglnal production on account of ttie use of 
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a Butmarginsa requisite are led to seek some extraneous cause 
for their misfortune. The more Ignorant of economic principles 
they are, the more easily they fall a prey to demagogues who 
lead them to Oiink that powerful human forces, hig business, 
banking, money lendsrs, "the interests" are arrayed against 
them. They want to fight politically, end many even want to 
fight with arms and to kill ibeir supposed oppressors. This 
may go to the axtreme lAiich -we find in Russia, where super- 
marginal men are killed or oppressed and, as airesult, the 
total social income is diminished and all fall together into a 
common misery. -Jhere subnarglnal land is used in production, 
a supermarginal man working it may receive a imrginal return; 
but the supermarginal man is not likely to be found on poor 
land. Observation appears to eonfina Uie theory of Professor 
Henry C. Taylor, that, by and large, the better man is on the 
better land.l) 

An illustration of a combination of no rent land and no 
rent capital was furnished the author in a letter describing 
the vacant packing plant of -the Barquis de Uores, at Bedora, 
Horth Dakota. The plant had a capacity of five hundred beeves 
a day in 1884, but was forced, it was alleged, by competition of 
the Chicago packers to close in 1865. In 1905 (the date of the 
letter) the building was still vacant, and on it a sign read 
thus: '• This Building with Ma chine rv Will Be I^imlshed to Any 
Responsible Party mho 'Will Start Any Industry Therein Rent I^ree . " 

Differences in gradati ons from margins of land and capital. While 
there are margins of utilisation for all the factors of 
production, gradations of the various factors from the margin 
show great differences. The differences between land and 
capital are reflected in the gradations of land and capital from 
this imaginary level. Differences in land are great and are 
more persistent, and they tend to increase rather than to de- 
crease. It is easier to scrap concrete capital goods Uian it is 
to scrap land that has been brou^t into use. '«ille the tendency 
is to widen the difference between the upper and lower margins 
In land utilization, the general tendency in the case of con- 
crete capital goods is to bring togeliier the upper and lower 
levels of utilization. In any one market, in the case of capital 
so fluid as money, there is apt to be a very snail difference 
between the upper and lower levels of utilization. In the case 
of capital goods which are used in business, the super-gains 
which give a high level are apt to be attached to intangibles - 
good will, going value, etc. 

1) Agricultural Bcononics (Bew York, 1920). Chapter Vni, 
especially pages 197-198. 
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Clark says that land exists in grades, but that, also, 
'there are in use artificial instruments of every grade"^) is 
this true in its implications or do we have to deal here with 
real and essential peculiarities of land? The latter seems to 
l3e the case. There are grades, it is true, in capital goods; 
but the gradations are of far less significance than those in 
land, chiefly because they are far more under our control- The 
efforts of manufacturers are continually directed toward the 
elimination of grades in the instruments of production which 
they employ. How successfLa they are in doing this is, shown in 
Clark's treatment of mercantile profit and pure profit, 3) One 
manufacturer may, by superior grades of instruments or superior 
arrangements, gain an advantage over his competitors for a short 
time; but where competition exists, as Clark says, this advantace 
is only short lived, and the mercantile profit disappears. Under 
competition instruments employed in manufacturing, althou^ in 
themselves good, are constantly being thrown out as scrap iron 
to make place for better instruments. All manufacturers know 
that corapetition cannot be successfully carried on without the 
best instruments, and as a consequence the gradations in 
artificial instruments of production of every sort, unless 
protected by patent, are small. They are not part of the order 
of nature, as are gradations in land with respect to desirability. 
The latter are permanent- Up to th6 present time, we have no 
historical or statistical proof of a lessening of the gradations 
in land, and when we compare prices for which land sells in 
various parts of the world, we are forced to the opinion that 
the gradations were never greater than at the present moment, 
and that they are increasing. Social progress and developmait 
wipe out inferior grades of capital goods but increase grades 
in land. 

Elements in determining grades of land. It is a fundamental fact 
that land exists in grades. "We have good land, better land, 
and best land- But to determine what is good land, what is 
better land, Tiiat is brsst land, we must ask what services land 
renders; the differences in the quality of these services will 
determine the grade of the land. The service which land 
renders may be put under three heads. 

The first service which the earth renders is that of 
furnisihing standing ground. The earth furnishes support in 
the litfcral sense. It beareusup;it furnishes a foundation; 
we move about on the land; we travel on it; we erect structures 
upon it. We are considering here the indestructible form of the 
earth. Under this head will come also accessibility, and in 

2] J.B. Clark, Distribution of Vealth , (Kew York, 1899), p. 345- 
3) Clark, Distribution of Wealth , pp., Ill, 219, 410. 
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connection with this we can further inquire to what extent re- 
moteness can be reaoved and accessibility acquired. Land whidi 
is relatively inaccAssible may become relatively accessible. 
Here tha forces of nature, the indestructible forces, count. The 
second service rendered by the land Is throuSi its fertility - 
its productivity. Fertility depends upon the elements of the 
soil, upon suitable exposure, upon suitable moisture, etc. All 
these things make up fertility, and nature has given us fertility 
and large amounts of fertility. Under this heading we would 
consider arable land, pasture land, wood land, etc. Area also 
has /Significance here as will be shown in Chapter V. But land 
in the economic sense furnishes us something else. It renders 
a third service. It furnishes treasures beneath the surface - 
ready made oil, gas, and minerals of different kinds. 

Now Ihe extent to which a particular piece of land can 
render these services determines llie grade of that piece of 
land. A certain piece of land nay possess a low grade of fer- 
tility and a high degree of accesslblllly , and may be more de- 
sirable than another piece of land with a low degree of access- 
ibility and a high degree of fertility. The surface of another 
piece of land may not be fertile, but mineral treasure may ex- 
ist below the surface and make the. land extremely valuable. 
These pieces of lajid are valuable because they satisfy needs 
of a pressing kind, or needs of a keenly felt sort. In other 
words , they are valuable because the supply is b*low the felt 
need. 

Supply of different grades of land . TOille it is true that land in 
the absolute sense exists in sufficient quantities, it la also 
true that, so far as the better grades are concerned, there is 
a felt deficiency of supply in every civilized society. The 
supply Is not adequate to the felt need and It is much less 
than men would gladly have. The better grades exist in 
quantities Insufficient to satisfy the desires of men. This 
gives us pressure in the demand for Hie better grades of Isnd, 
Tiiidti becomes Intense in many cases; for the best land it is 
extremely Intense. 

Another Indisputable fact is that Hiere is also land lAilch 
can be had for the asking. Ttoile some land is worth hundreds 
of thousands of dollars an acre, there is other land which can 
be had, in fee simple, for the asking or for a nominal sum, 
and a still larger amount <he use of iftilch can be enjoyed gra- 
tuitously. There is also land in such parts of the country as 
Wisconsin and Michigan iftilch can be had for a very small amount 
of money, though it Is not devoid of a certain amount of 
fertility. Abandoned fans can bo found In the older parts of 
New England, which can be secured for very low prices. Alttiou^ 
no-rent land is comparatively limited, it is to be found; and 
there is a good deal of land with what can be called ^ merely 
nominal rental value. iizedtydoOQlc 
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e the lower gnd upper marglnB botS rising ? Ihe lower aaigln of 
land utilization has been risloig lo recent years. This is 
evident from the fact that much land is going out of agricultural 
"*e and being put to less Intensive use in forests, etc. The 
1920 census shows a decreased total acreage in fame in Sew 
England, in the Middle Atlantic States, in llie Bast North 
Central States (slight), in the South Atlanttc States, and in 
the Bast South Central States — that is, in all sections east 
of the ItiBsissippi Hiver.*) The land that has gone out of use 
in these states was undoubtedly in some oases exhausted land or 
land that was always submarginal ; but in other cases lands for- 
merly marginal or supermarginal have become submarginal throu^ 
a rise in the mrgin. 

However, at the sans time there has been a rise in the 
upper margin of land utilisation, that is, the level at which 
land yields the hie^est return to the labor and capital Invested 
upon it. Consequently there has been a spread in Ihe interval 
between the upper and lower margins so that the differential has 
increased rather than decreased. Evidence of this is found in 
the changes that have taken place in Uie price of the best lands. 

The difference between the two margins is indicated by 
the maximum rents -- the higher this maximum rises the greater 
the difference. Since price is a function of annual value, a 
rise in the price of land of the greatest value will Indicate 
a spread in the interval between the margins. If the hi^est 
priced agricultural land sells for $£00 at one time and later 
for a greater price, this reprssents a rise in the upper margin, 
if at the same time land is going out of use. Illustrations of 
this rise in the upper margin are found in land values in Iowa. 
The Blue Grass regions of Xentudcy also Ehows the best lands 
going up in value. Uany other illustrations might also be cited- 

4) Jourteenth Census (1920) Agriculture . Summary (Washington, 
1922). p. 21. 
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CHAPTER V 

BiaMEBTS IH mro inccmb . 

!• Shifting of margins tends to equalise returns over the 

nhole field. 
II* Competition for land ownership keeps return lower than 

return to inTestments of fluid capital* 

III. Incrememtis are usually con.iunotural surplus Instead of 

land income and are offset by decrements. 

IV. Iiand income rises and falls vith papulation dianges. 

V. Land income is not equal to the differential - that is, 

the differential is partially dletri^mted. 

VI. Area is a factor in 4ie determination of land income. 

VII. Land income is a result of the relative and limited 

bounty of nature. 

VIII. Land income includes non-material returns* &e amenities. 

IX. Summary. 
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CHAPIEB V. 
THE BLBUailTS OF lAHD ISeCME . 

Th« theory of rent developed by Ricardo and the claselcal 
eoonomlstB depended on their recognition of only one margin of 
production - that in land utilization. They held that, as long 
aa land of the first quality exists in suffioient quantity to 
supply the need, all Its product will be divided between the 
capital and labor used in production, and there will be no rent; 
but that increasing population and more pressing demands for 
food and raw materials force men to resort to poorer ani poorer 
land. The product of the poorest land needed for production 
must bring prices sufficient to pay the capital and labor ex- 
pended on it - labor being paid the wage determined by the exist- 
ing standard of living and capital taking what Is left. But 
the producers on better land will not accept prices lower than 
those received by producers on the poorest land in use and, 
therefore, since their land yields a greater product than that 
yielded to the same labor and capital on the marginal land, only 
part of the product will be needed to reward labor and capital 
at the customary rates. »iat Is left will be taken by the land- 
lord, says Ricardo, for if one tenant refuses to pay It another 
will, since his reward will be just as great on this land after 
paying the land owner, as It would be if he took up marginal or 
no rent land. 

This is the familiar doctrine with which we have all been 
made acquainted in our elementary studies in economics. It Is 
simple enough/and. If we grant liie premises on irtiich the tilassi- 
oal economists built up their theories, It Is as Indisputable as 
that two and two make four.w, If a piece of land yields five 
dollars in rent, that is five dollars more theji zero. The signi- 
ficance of the theory is, however, that land exists in gradations, 
that we have to resort to lower and lower grades of land and to 
wrest subsistence from the earth with more and more toll as 
time gpes on and population Increases, and that there is land 
in cultivation i*iich yields no^surplus over and above the returns 
to labor and capital. The entire theory of distribution, ac- 
cording to Ricardo, turns upon the marginal uses of land, i4iere 
the whole product is divided between labor and capital, labor 
receiving enough to support life according to the accepted stand- 
ard of living, the remainder going to capital and establishing 
thereby the rate at idiidi capital everywhere will be rewarded. 

It does not seem to have occurred to the classical 
economists that growing difficulty of securing food and raw 
materials may be offset, or more than offset, by improvements in 
oHier fields of production. If, for example, half our capital 
goes Into the production of raw materials, and the other half 
Into the working over of these materials, a loss of twenty per 
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cent In the former nay be offset by a gain of thirty percent in 
the latter. This is even more significant in view of the fact 
that with the progress of society we have less and less effort 
pat into the getting of raw materials and more put into tee 
working over. In China a large part of the labur and capital 
may be used in getting food and raw materials and only a small 
part in Hie working oTer of these; but this changes with advance- 
ment in economic civilization. There have been great changes 
since Hioardo's time. One logical result of Ricardo's pre- 
supposition would be the static society, one side of which is 
described by John Stuart Ulll in his picture of a staUonary 
condition of society. 

Shifting of margins of production . We have seen, however, in the 
last chapter, that there are margins of utilization In all parts 
of the economic field, and that every factor has its margin of 
utilization. That Instead of affording one decisive margin of 
economic production, the whole economic field is a field of 
interchangeable margins. 

We muld not expect, then, to find a lower margin in land 
utilization. »hen margins are higher elsewhere. In early 
society the options offered to men were comparatively few; Oils 
was the case even one hundred years ago. Economic evolution, 
with man's increased power over nature's forces, however, has 
extended the field of opportunitiee marvelously, with the In- 
creasing number of economic margins. If the cultivation of land 
yields larger returns to capital and enterprise than other kinds 
of production, such as manufactures and commerce, ttien the 
movement of productive forces toward ttie land will be accelerated; 
and ^en we speak of returns we must remember all the satis- 
factions which any occupation yields. The psychic returns, the 
amenities, in land utilization are relatively high. If, on the 
oiaier hand, the returns to all the factore engaged in production 
on land diminish in comparison with the returns made in oilier 
fields, men will leave flie land and utilize productive forces 
elsewhere. Thie is why we have at the present time a rising 
margin of land utilization with the threatened diminution of 
agricultural production. The income from land, then, depends, 
like other values, on the shifting of the margins in economic 
production. 

Men are always trying to get above the margin and to escape 
from free competition by monopoly or through superiority. They 
may get Into a iionopollzed field of production »here returns may 
become very high if there is a keen and urgent demand for the 
cemmodities and services produced; or they may get high returns 
due to superiority even utoile remaining in the oonpetitlve fldd. 
But of all the factors of production land is the most difficult 
to monopolize. Monopoly of land has often been attempted but 
rarely with success. 5or example, in the city of Washington, 
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land was held for v«ry hi^ prlceB In tliat section vEhldi seened 
most suitable for further Ijuilding, Uit the effort to 
secure the htgh- price failed, for the users of land rejected 
the high priced land that might have suited their purpose best, 
and subBtitutgd land in another section, thus dianging the 
direction of the city's growth and bringing loss instead of 
gain to those who held ttie land at what were believed to be 
exhorbltant prices. 

Cocaxtition for land ownership aaJces returns lower than returns 

to fluid capital . In land ownership there Is usualTy the freest 
and fullest competition, so that the returns yielded by land 
are reduced to a lower level tlian the returns to fluid capital. 
Land reiiuires more care and gives smaller returns in proportion 
to what is put into it in the way of capital and enterprise, than 
standard investments of other kinds. This fact explains some of 
the difficulties in land purchase by men who wish to become 
owners by paying for the land out of i«iat the land yields. If 
Interest on money is lower than the return to land, it is easy 
to borrow money and repay it from the yield of the land. If 
the land yields less than the rate of interest, the case is 
different. Practically everyone who has given attention to 
the subject testifies that in the old countries land is apt to 
yield a smaller return than the rate of interest. It has a 
capitalized value that is hl^ in comparison with its income. 
In Great Britain and Ireland the value of land is expressed in 
years' purchase; In other words, the land value is found by 
multiplying the rent by a certain number of years: and this Is 
very often twenty and goes up to twenty-five and even hi^er. 
In these countries the purchaser can pay for the land out of 
its yield only when he possesses superiority well above the 
average in land utilisation or when the government comes to his 
assistance by lending him money that It has bofrowed at a 
rate of interest considerably below the rate obtainable by 
individuals. Recent observations in this country show a 
tendency In the same direction. 1) L.O. Gray and H.C. Turner 
s^ In their recent bulletin, "It would appear, therefore, that 
if adequate credit arrangements for bona fide farmers who 
are attempting to buy farms with a small initial margin of 
capital are to be provided, it will be necessary to rely largely 
on the Government to make such provisions;" and later, "It is 
certainly exceedingly difficult in many sections of the country 
for a man starting witii little or no property to accumulate in 
a reasonable length of time all that part of the purchase price 

1; L.C. Gray, Helping landless Earmers to Own Land , from Yearboolc 
of U.S. Department of Jlgrlculture, 1920, pp. 271-288. George 
Stewart, "Can ttie Parras of the United States Pay for Them- 
selves?" in the Journ al of Tarm Economics . October, 1920. 
L.C. Gray and H.C. Turner, Buying Farms with Land Banlc Loans , 
Bulletin 968 of tr.S. Department of Agriculture, July, 1921. 
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of a farm In excese of the proportion usually lent on first- 
mortgage security. "2) 

It has been frequently observed that men of great wealth 
in tile United States, whose names are often mentioned in the 
press, prefer other investments to investments in land, rhicil 
require a large amount of capital and upon lAlich tile returns are 
ordinarily slow and email. Uany of those who have great landed 
estates are trying to get rid of them. Great fortunes were made 
during the World 'Wir, hut did anyone make a fortune in land 
during tiie War? There may have been gains from land ownership 
In some places, Iowa, for example; but in many places land has 
not increased in value and in some cities the market fof land 
has been so sluggish that, as the saying is, "it has been 
Impossible to give land away." A Shrewd dealer in real estate 
estimated that land in Madison, WlBconsin, was selling in 1920 
at "forty cents on the dollar" compared with values in 1914, 
taking into account depreciation in the value of money; a3id yet 
Uadison is an exceptionally good real estate town. A recent 
investigation of land values in Hew York City showed that even 
there it 16 difficult to find land ttiat has yielded a larger 
return then money invested at four per cent compound interest. 5) 

The returns to the individual land owner are small and must 
be small in the future; we cannot change this by extending cre- 
dit and opening roads to ownership. The reasons are not diffi- 
cult to discover. Land is a kind of investment uJiich is open 
to all snd which appeals to all; and the comoetition for land 
ownership is keen. It is desirable that it should be so ; pru- 
dent people ri^tly hesitate before going into the stock market. 
Land is open, tangible. Under normal conditions everyone likes 
to own at least a little land, and in our own country, certainly, 
unskilled laborers have often been able to buy agricultural or 
urban land and have done so in large numbers. Professional 
people, who feel ttiat stocks and bonds are too risky for them 
with their limited knowledge of economic onportunities, are glad 
to buy land for their cwn use and also, often, with the hope of 
selling all or ptirt of it later at some advance. The spirit of 
adventure which inheres in all normal human beings finds ex- 
pression in land puroliases more generally than in any other 
kind of purchases. 

Land is the poor man's opportunity, even though the 
returns are small in percentage. Investment in land is a kind 
of savings back which forces people to save. Ken buy farms or 
a home, making a small payment and saving until they gradually 
accumulate enough to pay off their indebtedness, and in the 

2) L.O. Gray and H.C. Turner, Buying Jarros with Land Bank Loans . 
Bulletin 968 of U.S. Department of AgrioultureTTulyi 1921, 
p. 22. 

3) See appendix for report of this investigation. n^^,,l„ 
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nSw *! are content with snail Wages for themeelves and famlliee. 
B^i?^^^ J^Jw?*" a^f«=ted by Insurance are comparable with the 
th» ?f °^ 1^*° "*"*• ■"»*« i» one of the factors entering Into 
1^1 .^. £°'' landwhlch gives it such a price that the returns 
are apt to be comparatlTely small. However, the catch saying, 
ijano IS the poor nan's investment and iceeps him poor," is not 
•Phi J4»^<'°*? ""'' sets four per cent on his investment does well, 
ine oiiiiculty arises when a man has purchased more than he 
can carry over a long period of years and throu* times of 
aepreesion. He la ruined not by Investments in land, but by 
over-lnveslfflient In proportion to his capacity. 

™ .4.?'"'*,*'^ reason for desire for Investment in land is the 
prestige that It gives. This le greater in Europe than In 
tne Dnited States , but it is found here also . This has not been 
noticed by recent economists, but it was observed by George 
lucjter, one of our early Jlmerican economists, who recognized that 
the prestige attached to land ownership made men satisfied with 
smaller returns than are expected from other investments. 4) 

Increments not land income but conjunctural surplus . Land at times 
yields very large returns upon the investment but these returns 
are con.iuncturai . TOienever there is, from the individual point 
31 2i|2' an unearned incremant from land ownership , it is due 
to unforseeable combinations of clTcumatanees and should be 
called jcent of con.iuncture or oon.iuncturai surplus ra.ther"~ihan 
unearned Increment of Innrt. On the other hand , offsetting con - 
junctural rents or unearned Increments , we have con.iunctural 
losses and unearned decrements . We can see the unconscious 
prepossession of economists in their neglect of decrements and 
in the emphasis. put upon Increments. 

The conspetition of investors anticipates forseeable in- 
creases in returns, but we can find illustrations of conjunctural 
gains and losses accruing to land In both city and country. 
(Juiok movements of fabhlon, which are controllable by Indlvid- 
uaxs only to an extremely limited extent, depress land value in 
certain sections of a city and Increase it in others. Movements 
in business have similar effects. We find business aenters in 
large cities with high land values yielding small returns on 
their investment, while new and fashionable sections are located 
miles away, and the land in between is declining in value. 'Ws 
find land-owning farmers of a conservative type, who dislike to 
sell iftiat they own, overtaken by the growth of a great city and 
made wealUiy thereby, while other land-owntng farmers of a 
precisely similar psychical sBke up, hold on to farms in a de- 
clining section until poverty compels their abandonment. We 
have individually nnearned increments and individually unearned 

4) George Tucker . Political Economy , p. 64. ^ , 
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?hfff°f *5 ^S-J*"; oases, both of them (Sue to causes, that, to 
these land owning fanners, are con junetural . A Itbrld Hax came 
ana made a great demand for agricultural produce, ifcleh raised 
■ J.^'fi"* ° ^"^ *" *•>* Mississippi Valley. This war was to 
individual landowners something Ihat could not Ije foreseen, 
and the unearned increments due to it are conjuntural, as are 
also the recent decrements. 

Examples of conjunctural gains and losses connected with 
land ownership are found in two cases with which the writer is 
familiar. Two men bought farms in Hew York State, one Just 
before the Civil War, the other soon after it. The former be- 
came rich, because he bought idien prices were low and during Ihe 
period of high prices he paid for his faim and bou^t more land. 
The other bought when prices were high and were beginning to 
fall, producing the agricultural distress of the latter part of 
the nineteenth century, and he died poor. The only difference 
between Ihe two cases discernable by the writer was simply that 
the first man was older than the second and he was ready to buy 
a farm lAien the combination of circumstances was favorable for 
hijn, -^ereas the second reached a corresponding age when the 
combination of circumstances was unfavorable. There was no more 
foresight exercised in one case than in the other. 

Similar cases have occurred in tiie last decade. Many who 
bouE^t farms before the beginning of the period of extremely 
high prices were enabled by the rise in the prices of farm pro- 
ducts to pay for them easily; while many who bought at the peak 
of prices are in difficulty similar to that of the man who 
bou^t after the Civil ¥ar. In these cases also, foresight 
played little part - even those »4io were in the business of 
^•Bding money on farm mortgages did not, as late as the early 
autumn of 1920, anticipate the fall in prices. 

.1 Unearned increments appear in all parts of the industrial ■ 
field and they are due to two great causes: namely, monopoly and 
conjuncture. In the case of land ownership the first is elim- 
inated. Whereas in many other parts of the economic field both 
operate. The land owners are thus at a disadvantage in com- 
parison with other owners. The great field of monopoly is in 
public utilities, and in the building up of great fortunes in the 
past, monopoly has probably been the greatest single item, except 
perhaps, supernormal human faculties. The two often work to- 
gether and the surplus gains of some of our great .captains of 
industry must be attributed partly to monopoly and partly to 
personal surplus. Monopolies, however, especially In public 
utilities, have been so held down by regulation in recent times 
that the monopoly surplus has praatically disappeared, and the 
chief unearned increments that exist at the present time are 
those due to conjuncture. 5) 

6) Cf. T.I. King, "Earned and Unearned Incomes," in the Annals si 
of the American Academy , May. 1921, page 256. 
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If it i8 deeira^e to reach unearned increinenta* the method 
ia a very obvious one. It Is to tax incomes and inheritanbes, 
for taxes on Incomes and inheritances reach the unearned incre- 
ments therever they are, and they do not seek them where they 
are not. These taxes, to he sure, also reach earned incomes, 
out these earned incomes, where large, are due to peculiar ad- 
vantages possessed only by the few, anl they are in part a sur- 
plus. Such advantages may he found in the inheritance of 
superior faculties, as well as in the inheritance of property. 

^en we speak about unearned incomes and increments, we 
must distinguish between two different points of view, namely, 
the private and the public. If an income is acquired without 
any rettirn to society, it is, from the social point of view, 
unearned, although from the point of view of the privat* individ- 
ual it may be earned and may be small in proportion to the ex- 
penditure of brain power and capital. An exan^jle of this If 
found in the case of lotteries. Ihere lotteries are a recog- 
nised and socially approved form of business and conqjetition is 
open to all, returns to those who establish and operate lotter- 
ies would be no greater than returns for similar expenditures 
of capital, la1>or, and enterpriee In otiier portions of the econ- 
omic field. At the same time experience shows that lotteries 
sire socially deleterious, and in English speaking countries they 
have generally been outlawed on account of the ham? ' aey do. 
They decrease rather than increase the total social wotth. Prom 
the Individual point of view the income coming from a lottery 
would be earned, but from the social point of view it would be 
unearned - it would be even a minus quantity. The same question 
ia possible with reference to land - an increment mi^t be 
earned individually but not socially. 

The .Ttiole question of land Incomes, then, resolves Its^f 
into this: whether private property in land is socially wortii 
while. It is quite possible to abolish it and to substitute 
for it public property. Our analyels has already Siown us that, 
for some kinds of land, private property is desirable; for others 
public property is preferable; and tliat in the case of still 
other kinds of land we have to examine concrete cases in order 
to determine lAilch, on the whole, is more favorable to the wel- 
fare of society. The land question is not analogous to the 
question of lotteries, for if society is not willing to have 
public csrnershlp of certain kinds of land, the private owner 
performs a service in fulfilling the desire of society. Even 
the owners of vacant lots In dtles, 1*0 pay taxes, special 
assessments, and other expenses, may be rendering a service in 
holding the land itiile it ripens into use. This possibility 
will be discussed further in a later chapter. ^^ , 
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sand Inceae rtBea and fallB through population ehangea . Certain 
pecullarlUes or land as contraatod witti capital haTe already 
Be»n examined, and wa find that tbeae paculiartties give special 
Inportaace to the whole tjuestton of land ownership and impart to 
it a peculiar significance. Increases and decreases in the 
inoome from land as auoh are dependent on population changes, 
♦S ** '^'e seen in our dlsousslon (Chapter VII, Volume I) of 
the Incrsaaes In the economic supply of land. Tfcerever popula- 
tion fails to increase, ttie value of land is apt to fall. Pro- 
gress brings economy in the uaa of land, making the aame area 
go fartiiar toward aatisfylng the need for land. Tlltli a station- 
ary population, if society progresses, a land supply, Hiougb 
constant in area, increases relatively tiirough improvements in 
the utilization of agricultural land and through improvements in 
transport in the case Of urhan land. As a result land will 
fall in value, llluatratlons of this are found in agricultural 
land, hut even more are found in lirban land. In urban comnuni- 
tiea with stationary population ttie price of land may fall until 
land and improvements together will not yield one heif of what 
it would coat to replace the buildings on the land, and ttie land 
itself will not bring a price equal to Its supply cost; that is, 
the cost of bringing it into urban use, ihiA includes aasess- 
ments for streets, pavements, sewers, etc., as well as marketing 
and waiting costs. These costs are increasing constantly, as 
we come to expect more and more services and utilitl'--? to be 
Included with the bare land of a city lot. Every observant 
traveller has seen thousands of Illustrations of declining land 
values in villages and small cities, and even In cities of con- 
siderable size, throughout the ttilted States. 

There la a general law lAiich finds special application with 
respect to Isuid. The least mobile factor engaged as a requisite 
In productibn tends to reap ape cial gai ne and tenSs ^ suffer 
special losses when marked dynamic changes occur. iT'values 
mount rapidly and largely, land as the irremovable element takes 
Uie increments in value to a greater extent than the movable 
and replaceable elements, capital and labor. %ile land as a 
whole is not monopollzable, the holder of any one particular 
piece of land has the monopoly of a specific and definite area 
of the earth's surface, and the value of this area is limited 
only by the value attached to idiatever special and peculiar 
qualities may go with it. If it has amenities that appeal to 
the wesathy, auoh as fashionable surroundings and beautiful 
views, its value is simply a question of nbat some rich man may 
be willing to pay for it, or a question of the extent to which 
substitutes are available. Kashlon and wealth of society, with 
respect to both its amount and its distribution, are great 
factors in the deteimlnation of liie value of urban land. 

On the other hand, land is at a disadvantage when values 
decline, and it suffers special losses. The more mobile then|(> 
elements used in connection with the land are. the less the o 
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losses they incur. Honey can be transferred with no loss. 
i-iTeBtock may be transferred without loss or it nay suffer some 
loss especially i«»ere it has beea acclimatized or specially ad- 
apted to the particular area. Kacbinery can frequently be 
transferred by the owner from one piece of land to another and 
may suffer no loss, thoujSi there msor be loss if there had been 
a combination of capital and area in Just the right proportions. 
Tenants \«io more often find that there is a loss on their equip- 
ment; and the knowledge of this possibility sometlmee prevents 
tenants from securing the equipment they need. Frame buildings 
can be moved, but only with great loss, and in many cases there 
18 no salvage; for more durable structures there Is still lesa 
salvage. But the land value may decline to lero and may even 
■fV 3?"° "i*'' it to zero value the capital expended upon 
It in fixed Improvements. Illustration Is afforded by many 
abandoned mining towns. 

On the other hand. If population is increasing, there is 
no certainty that an Increase in land values will result. Ve 
have no way of telling *at rate of increase is needed to 
increase land values. Tfe can have a growth of population co- 
incident with stationary or even declining land values. Kith 
Increasing population we have an increase In the size of the 
market, ubioh does not result in an Increase in value of all 
agricultural land, as la seen in the case of truck r "ens, 
which suffer a loss In value with an improvement ..-i trans- 
portation and an Increase in the area serving the market with 
garden produce. 

In discussing the Income from land, the classical economists, 
in addition to ass\imlng a single margin in production, assumed 
the need for a definite mount of agricultural produce. Scon- 
6mlstB have discussed the production from land as if, at a given 
time and place, a certain amount of land had to be cultivated 
to supply the demand for food and raw products. It is said that 
competition cannot reduce the cost of agricultural prodnttion 
below the price whltji is necessary to cover the maximum expense 
of producing the most cosUy part of the entire account which 
the market demands. But no flxei amount of agricultural produce 
is needed; at one price the market demands a certain quantity 
and at another price a different quantity, due to substitutions 
that can be made^ for example, maize .'instead of i^eat, etc. Ve 
do not need any precisely definite amount of land to produce 
the food and raw materials that we demand from agriculture, 
mining, and forestry. We have spoken of the tendency to equalize 
margins a£ production; the economic forces engaged in production 
mser raise and lower land margins. The wages of labor, the 
interest of capital, and the returns to the entrepreneur, all 
enter Into the determination of the amounts of produce needed. 
Eicaxdo speaks about certain definite amounts of produce as if 
all were required and as If different grades of land were needed 



d by Google 



60 

for Oieir production, -- for example, A, B, and C. If Is the 
Jpoorest land used in pioducing these definite amounts, Hlcardo 
declared that prices mst 1>« high enough to cover Ihe cost of 
production on 0. But this is not necessarily the case, for if 
the cultivation of C land means that the margin of utilization 
in agriculture is lower than tiie margin of utilization outside 
of agriculture, prices will not be hi^ enough to permit the 
cultivation of c land; C land will fall out of use and culU- 
vation will stop wtthB land. The food supply and raw materials 
will be used more economically. Ha do not have to have a certain 
definite amoXint of cotton, of potatoes, of wheat. We can shift 
oonaiinjtion from one thing to another. 

naturally we do not have sharp gradations in land but they 
take the form of a curve. Ihe margin rises and falls by infi- 
nitesimal gradations. A rising margin over Uie whole economic 
field will mean also an upward moving land margin. 

.Distribution ^ ttie differential . The classical view of rent 
is that it is a surplus that accrues to the land owner and is 
not distrlluted through competition. This view is quite wrong. 
Eent, it Is said, is a creation of value and not of wealth. 
This means simply that it is a surplus; but a great deal of 
the economic rent is distributed by owners of land in order to 
bring it into use, or let us say, to bring it into ♦'■ • best use. 
Owners consider investments as a whole; they sometimes take a 
low return on land because they anticipate an increase In the 
value of the land, and by sacrificing in accepting a low present 
return, they are virtually distributing ttiis increment in 
advance. Owners of land in cities frequently put up buildings 
tthlch they let at a low return on the total value of land and 
buildings, because they feel that even a small return is better 
than none and becavse they are constantly being prodded by 
taxes, special assessments and Interest charges. It is quite 
the same lOiether the land is entirely paid for or i4ietJier a 
mortgage rests upon It; in either case, from the individual 
point of view, the carrying charge includes Interest. 'Ve find, 
illustrating this fact, that where land values are increasing, 
rents are apt to be relatively low; and on the other hand we 
find comparatively high rents In some cases where land values 
are declining. The high urban rents now paid in cities, because 
of the shortage of buildings, are mainly conjunctural. 

But tiiere are still other ways in vdilch the competitive 
process distributes rent. Pride in one's estate, or to express 
it some^iat differently, the desire for social esteem, leads men 
to put back into the land or into improvements on the land a 
part of rent. This occurs regularly and usually in the case of 
agrioiltural land. England offers the best illustration of 
this, but many illustrations are to be found in this asuatry also. 

:,, zed t, Google 
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Does this oceur in urlian land also? Unaoul)tedly it aoee. Owners 
in cities put back part of their rents into inproTing the urhan 
pXant by contributing to cbarches, playgrounds, etc., in other 
woxds, to the amenities of cities, owners of agricultural land 
also make contributions to the aoenities of the countryside. 
tbough not to the same extent in new countries as in older 
countries, nor to the same extent in districts where there is 
imich tenancy as in districts where operation by owiiers prevailB. 
The fact that one owns land, especially if it is valuable and is 
at; all considerable in area, is a basis for successful pleas 
for contributions for all sorts of public improvements. A land 
ottner who does not contribute to tHe cost of amenities is likely 
to be unpopular. 

In an old country like England the claims made upon the 
land owners are so great ttiat they frequently absorb all the 
rent. An illustration of this result of the burden imposed by 
the maxim, 'Boblesse oblige," Is seen in the great estate of tae 
Sulce of Bedford, consisting of 51,642 acres, liiich produced net 
deficits instead of net profits in five of the twenty years, 
1876-1895. In one of these years, 1679, the deficit Mmunted 
to the very considerable sum of 14,426 pounds sterling.*) Much 
of the gross income derived from ^e land went back, either to 
the land itself in the form of improvements that did not inbrease 
its renting value though they did increase, its taxable -alue, 
or to the tenants in remissions of rent, in peneions otid 
allowances to the old end infirm, and in donations for schools 
and churches. Such uses of the income saved the state the 
expense of Supporting public institutions for these purposes, 
bht they did not save tlie owner from increased taxes. The writer 
had an opportunity for personal observation when he visited this 
estate in 1913. At that time the owner was engaged in construct- 
ing a pond near his own "park"rin order to give vfork to his people 
and to add to the amenities of the property. Klithin a stone's 
throw of this was a bathing establishment, apparently spacious 
and /well constructed, which was free to the inhabitants of 
three villages, and in the Imnediate vicinity were brick houses 
surrounded by large gardens,-whi<4i rented for one shilling and 
sixpence a week, nevertheless, the Duke of Bedford was not 
esteemed an especially generous landlord, and in 1913 there 
appeared in the press coiqilalnts about the wages he paid to 
agricultural laborers. 

These figures could be duplicated for other English 
estates, and though England is probably the only oovntry i«iere 
80 much economic rent is given up to the tenant or expended for 
public purposes, the account given represents a general tendency. 
It is said that where the l&gllsh land owner keeps all of the 
economic rent, he loses social caste. It may be added also that 

6) aike of Bedford. A Great Agricultural Estate (John Murray.i 
London, 1897) pp. ?24-5; 236-7). glC 
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■where the land owners In any country keep to themselyee the ftill 
econonio rent, that Is. vhere the contract rent they receive Is 
equal to the economic rent, disaster is in store for then and 
possibly even a revolution. The tack-renting landlords of 
Ireland serve as an illustration. If what Is said of certain 
estate owners in the Dnited States Is true, they are riding for 
a fall. Things work well iilien there is some share of the 
economic rent going to ttie tenant; usually this IS the case - 
the rise in rents is less than the increase in eoonomic rent. 
In ISigland in 1913 the rising values benefited first the fanner, 
later the land owner. 

■niile for political and social reasons, more than for econ- 
omic reasons, tenancy in that classic land of farm tenants, 
Sngland, is proving unsatisfactory, it is probably true that 
farm tenancy has worked better in Bngland than in any other 
country; and doubtless the main reasons are that the land owner 
has, on Ibe one hand, put so mudi of the rent back Into the land, 
and on the other hand, has left part of the eoonomic rent to 
the tenant. The tenant has used his share of the rent to 
maintain his standard of life but he also has certainly put 
part of it back into the land. The custom of paying the out- 
going tenant for improvements for the unexhausted fertility of 
manuring, for example, encourages the farmer to make this use 
of any economic rent that may fall to him. 

It may be noticed also how wages and Interest nay eat into 
land values. In many a city In the TJulted States at the present 
moment hl^ wages, hl^ interest, and uncertainty are having a 
depressing effect on land values: and land owners are forced to 
make concessions in Uxeir prices. 

The discussion of the distribution of rent Implies a 
distinction between Co ntralct rent and economic rent. Contract 
rent Implies ownership of land and the letting of l?nd for a 
return agreed upon, lAiich msy be just equal to the economic rent 
or greater or less than the economic rent, which is the income 
imputed or ascribed to land uses (egardless of whether the land 
is utilised by the owner or by some one else. If Changes in 
general economic conditions alter the relations of contract rent 
to the economic rent, eo as to make the latter less than the 
foimer, great distress may result, especially if law or custom 
has a force liilch makes the process of adjustment slow. England 
and Scotland afford illustrations. During the agricultural 
depression due to f&llii« prices in ttie latter part of the 
nineteenth century, contract rent, which had been less than 
economic rent, became in many cases greater, and brou^t dis- 
tress to the tenant farmers who had hitherto been prosperous. 
Rents were frequently reduced by substantial oercentages, but 
Oils failed to bring sufficient relief to the farmers. The 
land cwners, on the other hand, were. In many cases, embarrassed. 
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and met with difficulty the obligations upon them due to claims 
or other members of their families - younger brothers and 
sisters; Hiiie the low total returns to the farm enterprisee made 
It impossible to afford satisfactory housing and wages to the 
Uibonng population. The hi^er agricultural prices of the 
twentieth century, on the-other hand, are behefltinfe the farmers 
first of all, though custom is allowing rents to rise gradually, 
as the writer ascertained by inquiry in England in 1913. As an 
illustration of the force of custom, he may mention that when in 
Slgln, Scotland, in that year, he was told by a well Informed 
gentleman »*o was his host and his guide in inTestigattons, that 
in all the rl oh surrounding country his informant knew of only 
one case in forty years in vtoich the rent had been raised, except 
as a return for expenditures on the part of the land owner. 

The situation just described gives us an argument for the 
freehold as an ideal aim as opposed to the leasehold, either 
public or private. The cultivating or utilizing owner has, in 
land values a recouree in times of distress , a margin of income 
iftilch acts as a stabilizing force and justifies the junerican 
farmer in buying land even if tlie returns to land ownership are 
smaller in percentage than the return on the capital value of 
the farm equiiaient. Though he has a small return he has greater 
safety. The practice of, the American farmer is illustrated by 
investigations") in Chester County, Pennsylvania, vfliere it was 
found that tenant farmers purchased farms as soon as *'^py had 
accumulated ten thousand dollars, although tenant fainting paid 
better than ownership. 

Area in the determination of land Income . There is a relation 
between rent and area iftilch has been denied, but has otherwise 
received little attention. Patten says area has no significance. 
Hobson says we should not speak of the area of land but of units 
of land power; but how can lie do this? How can we handle this 
concept or do anything with it? ¥e have, of course, to consider 
quality as well as arda, but to combine these in "units of land 
power" is at present impossible. Rent is paid for land uses, 
and the value of these uses is dependent on the degree of 
concentration. The potential uses may be so widely scattered 
aa to have no economic value whatever, and, on the other hand, 
they may be so concentrated that the value will exceed a million 
dollars an acre. 

This relation of area to land income is clearly illustrated 
by pasture land. If the pasturage for one cow is too widely 
scattered, the cow may, in strivli« to get the food, starve in 
her wanderings. This is, of course, an extreme case, but it 
brings out the principle. To liftiat extent concentration of pas- 
turage is desirable may be an open question, but in general rich 



7) Jlade by W.J. Splllman. 
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pastuj'age Is better absolutely and relatlrely, and that for 
other reasons also. Less fencliig Is required and the stock Is 
more easily cared for if the pastaxaee is good. A pasture with 
one (jiarter of its surface covered wiai rocks requires more 
fencing than, one free from rocks with the area contracted hy 
one fourth. °) 

In farm land also the area must be right for proper asso- 
ciation of labor and capital. It can be too small or too large 
in area. If the farm is too small for the proper combination 
of labor and capital with it, it mil yield less than the lUll 
economic rent would be, and if the full return Is Imputed to 
rent, wages and interest must both be estimated at a veiy lo» 
figure. Generally speaking labor would be the factor that 
suffers. Also if the area Is too large, there is a falling of 
rent. In the United States we frequently find in farms too much 
land for the capital employed, and T*iere this is the case, tlie 
e-rtl could be remecied by selling part of the land to diminish 
aie area, or by using credit to provide the requisite amount of 
capital: The law of diminishing returns necessitates an in- 
crease of area ilien a certain point of cultivation has been 
reached. For agricultural production Senior states the law of 
diminishing returns and area well in these words: 

"That Eigricultural skill remaining the same, 
additional Labour employed on the land within a "^"en 
district produces In general a less proportiona'b.^ 
return, or, in other words, that thou^, with every 
increase of the labour bestowed, the aggregate return 
Is Increased, the Increase of the return Is not in 
proportion to tiie Increase of the labour."?) 

What Senior says about labor, applies equally to capital. 

Generally speaking as concentration of uses increases , 
economy is effected in the application of labor and capital to 

8) "The most desert moors in Norway and Scotland produce some 
sort of pasture for cattle, of i«iich the milk and the increase 
are always more than sufficient, not only to maintain all the 
labour necessary for tending them, and to pay the ordinary 
profit to the farmer or owner of the herd or flock, but to 
afford some small rent to the landlord. The rent Increases In 
prpportlon to tlie goodness of the pasture. The sane extent of 
ground not only maintains a greater number of cattle, but as 
they are brou^t within a smaller compass, less labour becomes 
requisite to tend them, and to collect their proAice. The 
landlord gains both vtaye; by the increase of produce, and ^ 
l^e diminution of the labour which must be maintained out of 
it." (Adam anith. Wealth sL nations . Cannan Edition. Vol. I, 

pp. .147-8. ,,z,dt,C,ooQle 

9) Senior, Political Economy . 4th Ed. p. 26. " 
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J&2 .1hS= therefore . Talueg inc rease more than in proportion to 
°^"°*°tration. A given unit of pasturage on flTty acres nSE'es 
tnat fifty acres jiore valuable Sian Oie same unit of pasturage 
on one hundred acres, if this use Slone is Considered. Hany 
*)???'' "^*» »" unfortunate mistake by attaching to area the 
significance that should be attached to produCtlTlty. torge 
^^JJ* farming does not necessary mean large area. Freijuently 
a thousand acres will not support a family, and the farming 
conducted thereon is small scale farming; while fifty acres 
used for finely bred Bfock nay be faming on a large scale. On 
the other haiid.up to «ie point at which the Iknd area bears a 
proper proportion to labor and capital, an increase In area 
increaaesllie total returns both absolutely and relatively, 
fencing costs per acre for large fields are less ttian those for 
small fields, and, if it Is a question of driving cows to 
P??™"- a boy may drive ten without anything like double the 
fi?" required for driving five. These simple lUustrations 
mi^it be supplemented by others more compie* without Ulumlnating 
better the principle. The following diagram, however, may 
serve to iUustrate 'Oie proposition wlUi respect to fencing and 
tfl give it greater preclslon.lO) 

further illustration of this prlriolple maybe taken from 
MsrloulturaX land and the principle will be found to be 
generally applicable to other kinds of land. Porest, mineral 
and urban lands are governed by this same law of are- In 
urban land, obviously, the more concentrated the u^es, quanti- 
tative and qualltaUvo. the more valuable the land. The Wall 
and Broad Street district In Hew York and the "Loop" district 
in CJiloafto afford illustration. Is it equally obvious that 
0»i» land is more valuable than a larger area of land per- 
forming equal services would be? The difficulty here Is the 
Iqgposslbl 11 ty of making comparative measurements. Ttoat can we 
compare with value of land in Broad Street? Can the tremendous 
concentration of uses be coiiq;>ared with anything in a small city? 
W»at areas of land In smaller cities perform services equal to 
those performed by the areas con^rlsed In the financial centers 
of Mew York and Chicago? It is Impossible to say; we have to 
reason deductively. Any thoughtful person familiar with real 
estate operations will doubtless say, on the basis of his 
experience, that, ottier things being equal, values increase far 
more rapidly than concentration of uses. Staiall cities have low. 
values for business and residential sites, often barely suffi- 
cient to take them away from agricultural uses. Grading up from 
these there are Increasing values until we reach, in a city 
of forty thousand inhabitants like Madison, the capital of 
Vlsconsln, maximum values of two thousand dollars a front foot, 
values lAiich not only astound but also perplex the man comlpg 
from the rural districts, so that he is apt to think that there 

10) See. diagrams constructed by G.V. Porster on following pages. 
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i» crookedness In state puTttaee of land In the capital city, 
finally, we reach. In Hew York City, a value of a million dollars 
for a corner lot on Hfth Avenue and the staggering values of 
Will end Broad Streets. 

We have spoken here of land values, but it must be re- 
membered tiiat it is land income that ultimately determines 
selling value, and in discussing value we are discussing 
capitalized income. Tte buy, sell, and rent land by area measure- 
ments. We buy concrete land areas, that is, acres, front feet, 
square feet; and never abstract units of land power - an 
impossible concept for practical or scientific purposes. •JBien 
a iuai buys an area of land, he measures Ite value to him in 
terms of money - so much a year in rent, say ten dollars an 
acre; or so mucn in selling value; say one hundred dollars an 
acre. It does not help, but only confuses, to say that a unit 
of land power is worth ten dollars and that this acre has ten 
units of land power. It is easier to say outri^t that the land 
sells for one hundred dollars. 

Land Income and Ihe Bounty of ilature . The earlier view of rent, 
as expressed in the writings of the I^siocrats and in Adam 
arnth's ffealth of nations , is. that it is due to the bounty of 
nature. This was also the view of Malthus. On the other hand 
the Eicardian view, which is generally received by those who 
belong to the classical school, is liiat rent is due not to the 
bounlgr of nature, but to her niggardliness. It is said that, 
where nature is most bountiful, there is no rent; that rent 
appears ^ere nature begins to fail in her generosity., mrhat is 
the true view? Both views are correct. Rent means a "p roperty 
surplus , and unless nature were sufficiently bountiful to yield 
a surplus , there would be ~no rent . On the other hand . T7 the 
gifts of nature were unlimited , there would be no value an^ 
hence no economic rent . There is nothing peculiar to land in 
this: it is true that any commodity Khich exiets in unlimited 
(luantitiee has no value. Value in itself iii5>lies scarcity. Rent 
is paid for the Jelati ve end limited bounty of nature . Wiere 
there is large rent there ie large bounty, and great productivity. 
The com lands of Iowa and Kansas, for example, return large 
rents because there nature is bountiful, ^ere nature is most 
niggardly, as in the arctic regions, there can be no rent or 
none of any significance. TBierever there is large agricultural 
rent in the United States, there is large fertility; where 
agriculture decays, as in many parts of New England, rents fall 
to a very low figure. 

yihen we turn to cities, we have somewhat similar conditions. 
If we have land used for productive purposes, there must be a 
great productivity if there is large rent. If it is used for 
residential purposes, there must be large value due to beauty 
of situation or to faahion, to make possible higher rent. The 
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amenities of land figure very largely in the rent of land 
used for residential purposes. The amenities yield psychic 
ihcane to the occupier, for tAiich he pajre an increased rent to 
ihe owner. 

The amenities in land income . This concept, the amenities of land, 
is one that has teen strangely neglected in economic literature, 
though it figures largely in land values in England, urtiere it is 
distinctly an economic, as well as a legal, concept. In this 
country it has not been adequately considered as a legal 
concept, and has been negilected as an economic concept. This 
ne&Lect has, in many cases, led to false iiapresslons in regard 
to land value. If a man buys a farm of one hundred and sixty 
acres for forty ei^t thousand dollars, it is said he pays three 
hundred dollars an acre for it. The trutii may be that he pays 
twenty five liiousand dollars for the home and its amenities and 
only twenty three thousand dollairs for the land. If we allow 
ten acres for the home, the house, the yard, the garden, the 
garage, etc., one hundred and fifty acres would be left for 
agricultural or strictly business purposes, comparable to the 
plant of a manufacturer; and the price paid for the farm con- 
sidered simply as a producer of income or as a business would be 
a little over one hundred and fifty dollars an acre. There is 
no objection to the farmer's doing this, but he should recognize 
what he is doing and decide viiether he can afford the amenities 
for which he is paj'ing- 

It ms^y not be possible to gallier statistics to show the 
value of amenities in general or of farm amenities in particular; 
but easily observable facts show that their value is enormous. 
One may compare the value per acre of farms fronting on a road 
whidi is considered especially desirable and which confers social 
prestige as well as other advantages, \7ith the value per acre 
of equally good land on roads less desirable in the particulars 
embraced under the tern amenities; and one cahhot fail, after 
maJcing the comparison, to be impressed T;ith.the economic value 
of the amenities. 

Summary . The income from land, then, tendf to be kept equal to 
other incomes by the shifting of Liargins all over the economic 
field, but it tends to be less than the returns to fluid capital 
because of the corajietition for land ownership. Unusually high 
returns occur throu^ conjuncture, and should be called 
conjunctural surplus rather than land income. Land inccme is 
not equal to the total differential known as the economic rent, 
for this differential is distributed. Elements ths-t have Deen 
neglected in the analysis of land income are area. T*iich is a 
factor notwithstanding deniale, and the amenities or psychic 
returns from land. Finallyjland income is due to the relative 
and limited bounty of nature. 
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CHAPIBB VI . 
SCaCE BBRORS IHAT HAVE BEES I1IV0I.VED IB TIffi THEORY OT HEMT . 

li The theoiy of alternative uses. 

1. A^ corollary of the Rlcardian theory. 

2. Tthat products yield rent a matter of indifference. 

3. The theory is untenalile ■- illustration. 

4. Difficulties and cost sometimes Involved in changing 
uses. 

II. Uonopoly returns and r«nt of land. 

1. The surplus of monopoly and the surplus of rent. 

2. Uonopoly gains and rent under increasing wealth* 

3. Uonopoly of a particular piece of land. 

4. Substitutes in relation to monopoly and land rent. 

5. Ho one-man marlcet for land. 
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CHAPTSR VJ,. 71 

SCaJE ERRORS THAT HAVE BKEM IlTVOLYEl) IN THB THEORY OF REFT . 

I- Alternative Tjaes of Land and Rent . 

John Stuart Mill has given currency to the tiieory that, 
while rent doeia not ordinarily enter into price, it does enter 
into the prices of products and services rendered by land irtien 
it is taken from one use and employed for some hi^er use; that 
■when we ttUce land from one use and put it to another, the rent 
it would have hrou^it -in the first use enters into the cost of 
the products given in the new use. He states his position in 
these words t 

"IX. Rent is not an element in the cost of pro- 
duction of the commodi ty *hich yields it; except in 
the cases, (rather conceivable than actually' exist- 
ing) in which it results from, and represents, a . 
scarcity va:iue. But urtien land capable of yielding 
rent in agriculture is applied to some other pur- 
pose, tiie rent whicto. it would have yielded is an ele- 
ment in the coat of production of the commodity which 
it is employed to produce. IJ 

Scarct ty Value is used here by Mill In a very strange 
sense that has led to great confusion. That there is no value. 
unless there is scarcity is a very simple proposition In 
elementary economicie. 'VSiat Mill really means by scarcity value 
is monopoly value . a very different thing, tnhich, as it is 
treated elsewhere in the present worlc, we pass over without 
further consideration at this place- 

A corollary of the Ricardi an i. theory . The theory of alternative 
uses is (to paraphrase Jevo'ns ) a curious illustration of the 
shunting of the car of economics onto a wrong line. It is, 
in the first place, a part of the misleading theory that holds 
the land margin to be the single and decisive margin in pro- 
duction. The Ricardian theory makes distribution of the total 
income of society depend upon no-rent land, as has already been 
seen; the land in use at any time is of various grades, ^id the 
poorest land in u&e yields no rent - its whole product is 
divided between labor and capital. Bx & sort of theoretical 
ma^ic the entire pros-&erity of society is made dependent on 
land margins, instead of the general, mufe^a llv inter-dependent 
and shifting use - margins of labor . land T capital and enterprise, 
covering t^e entire e co nomic f i el d . 



1) John Stuart Mill, Principles of Political Economy . Book III, 
Chapter VI., Section 1. Part 9. 
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Wiat pro due ts yield Income a matter of Indifference. We may 

measure returns up froiiilana liiat yields no rent-return, but inJiat of 
it? THhen land yields no rent, rent obviously does not enter 
into price. Y/here specific pieces of land yield rent, rent 
enters into pri ces yi el ded by those specific pieces of land; it 
is these prices that make possible the payment of rent. It is 
a matter of indifference whether the products vtiich yield rent 
are of one sort of another; it is their values that are 
essential. The land owner does not care -i^ether it is com, 
cotton, apples or grapes that yield the rent that he receives. 

Let us measure upwards in a diagram tjie productivity of 
a certain area of land. Suppose we find that it yields five 
dollars an acre when wheat is raised on it. The utilizer of the 
land (owner or tenant) seeks the use that yields the largest 
return, and he aslcs himself, "Shall I put in wheat again in a 
system of rotation, or shall I make some other use of the land?" 
If he decides on some other use, he does not think of the land 
as dragged away from the first use. There is always a shifting, 
an interchangeabilily, and the returns are graded by in- 
finitesimal intervals; tiiey can be represented "by a curve. 
TShatever the use, idiethcr for houses, or for forest, or for 
grain, or for tobacco, it is always possible to find some land 
used for the production of ttiat particular crop or service that 
yields no rent; and if it affords satisfaction to any one. rent 
can be measured up from liais no-rent margin; because 0+5-5 
or a = a. 

The the or?/ is untenable — Illustration. How untenable the theory 
of alternative uses is, can be showi by an illustration. Parmer 
A has laiid in wheat, and the rent of this land, according to 
Uill, does not entet into price, because there is imrglnal wheat , 
land that yields no ient. But this particular Tiftieat land 
yields ten dollars an acre in rent. Now let us suppose that 
Parmer A decides to raise barley and to drag the land away from 
the wheat- use. The ten dollars an acre, that would have been 
yielded by the wheat-use now enters into the price of barley 
according to Mill. Imagine, however, that a mistake has been 
made, and farmer A finds that his hired man has put in wheat 
instead of barley. How the ten dollars, according to Hill, does 
not enter into price. As a matter of fact it enters just as 
mudi in one case as in the other. 

Difficulties and c fp _e t , are involved in c hanging uses . At times the 
landw/her has to consider an alternative use of quite a different 
eort from the past and present uses of his land, a uae that 
involves the destruction of existing utilities. In such cases - 
he must weigh prospective future returns, and should be able to 
see a sufficient return to cover risks. A familiar case is that 
of changing agricultural land into urban land. Farmer A may 
ask himself, "Shall I plat my farm?" Platting destroys a large 
part of the agricultural value of the land; the preps^tion lOf 
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the land for dv-elling and "business purposes involves expense, 
often large eigjenee; and the ciarKeting of land costs a great deal. 
These are all ripening coets in land utilization. 

KoW| if a mistake has heen ioade. as very frequently 
happens, interest charges and taxes 13600016 an ever Increasing 
hurden; -Uie loss mounts up from year to year. Dtvelling site 
rent can go down to zero, like any other land-rent, or it can 
fall even belo* zero, and drag down with it the value of improve- 
ments. Abandoned urban sites afford illustrations. We find 
cases in T*iich It is just worth while to continue to hold the 
dwelling site; cases in iftiich the dwellirs site is worth less 
than nothing, hut the "building upon it yields a return sufficient 
to warrant the owner in continuing the use of building and ground; 
and finally cases in ^icb all vialue disappears and hoth in- 
vested capital and land are abandoned. Finally if the land goes 
back into a farm, eacpense is again involved in the removing of 
streets, in reshaping of the land, sometimes in the tearing down 
or moving of structures, or in finding use of a lower order for 
a building, as, for example, when a structure once used for a 
dwelling is used to store grain. But no peculiar principle is 
involved., and the rent that the land mi^t have yielded in an 
agricultural use does not affect the price of services rendered 
by the land in its urban uoe. It simply is a question of 
finding the most profltahle vee for the land. 

II . Monopol y Returns and the Re nt cjf Land . 

The surplus of monopoly and the sur-plua a f rent . It is a curious 
thing that people speak oF land as a monopoly, v,h*en it, of all 
things, is the least monopolizable. Monopoly results from unified 
control over supply, and may or may not yield a surplus. It is 
the result of human action. Rent, on the other hand, is the 
result of inequalities in the economic utilities furnished by 
nature and also by nature combined inextricably with labor. It 
is not the outcome of m:..n*s control over Uie supply of a requisite 
of production. It is not the result of human action. It is hy 
its very definition a property surplus. 

We may have exceptional cases where monopoly surplus and 
rent appear in combination. It has been suggested that the 
anthracite coal lands are an exaniple of this. The limited area 
of the anthracite coal fields offers a possibility of securing 
unified control and the securing of a monopoly surplus as well 
as rent. The case is well worth further study, to detennine 
whether a monopoly exists, and if so, #iether the nonopoly is 
in the hands of the land owners or In the hands of those who 
transport the coal. Another case in ^ich there may be monopoly 
connected with land is that of water power. 
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Monopoly in its very definition means artificial limita- 
tion of goods and services - Uiat ie its very essence. In 
contrast to this, rent of land comes from the full utilization 
of the requisite land, that is to say, its utilization up to the 
point vtiere its marginal utility is equal to the other marginal 
utilities in a free and open field. Monopoly may lead to les- 
sened production, conceivably it nay lead almost to starvation, 
and to all degrees of deprivation between abundance and star- 
vation. Ihe rent of land, on the other hand, leads to full 
land utilization, and, if suitably regulated, to the best utili- 
zation. According to strict competitive theory, the highest 
rent would lead to the best cultivation, for only the most 
skillful could pay this rent. In considering this theory, 
however, we have to make many reservations rtiloh are familiar 
to us all and are Illustrated by ample experience. 

Monopoly gains and rent under Increasing wealth . iVll competitive 
rents of specific pieces of land may, however, yield higher 
gains than many a monopoly regarded as profitable: and these 
gains are certainly higher than many of the monopolies that 
consist of copyrights and patents, for these often yield only 
minus quantities. Ihe law of rent, however, shows many differ- 
ences from the law of monopoly price. The general principle of 
monopoly price makes it depend on several elements: (l) the 
general average of well being, (2) the readiness with which 
people spend money, (3) the intensity of the customary use of 
the commodities, or, perhaps it would be better to say, the 
Intensity of desire for specific monopolized comm»dities or 
services. In so far as ttiese conditions are present, we htve 
high prices; if the forces represented by these elements or 
conditions increase, monopoly price rises. As wealth increases, 
other things being equal, the greater will be the surplus that 
accrues to monopoly. Ihis may be proved Indirectly by the 
economic history of the United States with its vast individual 
fortunes (not all due to monopoly, however) as well as kv- 
deductively. 

It -has been held that the rent of land also increases with 
increasing weUth. Henry George and others hold that the rent 
of land absorbs the increase in wealth. The history of the 
worjd in ttie last hundred years, however, shows wealth increas- 
ing and the rent of land remaining fairly stationary. In the 
period from 1850 to 1910 the rent of land never amounted to 
as much as ten per cent of the annual wealth of the United States, 
while in England tHe rent of land has decreased. Land, , 
agricultural. et least, has in aigland yielded less and less, 
relatively, though wealth has increased and has been more 
widely diffused. 

It is true that special pieces of land adapted to certain 
usee, the supply of which is increasing at a relatively slow 
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rate, will bring higher rents as the general average of economic 
well being rises, and as people come to spend money more readily. 
But, on the other hand, we may hare parcels of land, the rents 
of which are decreasing while wealth and the readiness to spend 
money are increasing, because there is not here a one-man mar- 
ket. We have an example of this in England, where, during a 
period of increasing prosperity, rents fell, due to the compe- 
tition of foreign agriculture. 

If there had been monopoly in the case of agricultural land 
and land used for mining purposes, there would have been in- 
creasing rent and increasing gain. This mould have been the 
case in England if the Com Laws had continued in force. But 
there was no monopoly, and agricultural rent fell while wealth 
increased, because land is competitively owned and it was the 
requisite of production the supply of *idh was increasing rapidly. 

Monopoly of a particular piece of land . As far as there is a 
relative scarcity there will be hi^ rent under competitive 
conditions. It is obvious also that owner^ip of a particular 
piece of land means monopoly of that particular piece. Just 
because ownership is exclusive; but the return to land is for 
its services or uses, smd in the case of agricultural, mineral, 
and forest lands these services, in the form of products, enter 
into a competitive market. Even in tjioee cases i^ere the use is 
connected directly with the land, the power of substitution 
exists, and if this power of substitution is perfect, one 
hundred per cent, we have free competition, removing all surplus. 
If the power of substitution is not perfect, there may be a 
surplus, and, as we have seen, this is often great. This is 
seen most clearly in residential land, which has been considered 
and will be discussed again later. Fashion is one great cause 
of surplus, as it is by its very nature exclusive - for example, 
the familiar expression "an exclusive neighborhood." 

Substitutes in relation to monopoly and to land rent. In the 
case of monopoly, special significance attaches to substitutes. 
Suppose there is a monopoly, a one-man carket. of gas in a city. 
If you have some very effective substitute for gas, the 
competition off ered by this may reduce the returns on tiie gas 
investment to the competitive level, or something very near the 
competitive level. The existence of such a substitute is con- 
ceivable. It is also conceivable that we might have a gradation 
of substitutes, producing differential returns that resemble rent, 
■we might have a substitute that is just a little below gas in 
effioienty. and. another substitute iihich is just a little less 
satisfactory than the first, and so on through gradual gradations 
like those T7hlch exist in land. But in the case of land It Is not so 
audi aqiBstlai of substitutes asatjjestion of inferior articles or 
requisites of the same kind. It Is not the substitution of 
another product for wheat, but Uie substitution of Inferior land 
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for the production of wheat, that is involved here. T?e do not 
have subetitutes for houees but we have the use of inferior 
sites for houses. 

The competition of city with city in liie furnishing of 
substitutes nust be taken into consideration. This is not per- 
feot, but it ie sharp and is probably increaaingly so; and it 
tends to hold in tiieck any limited monopolies, though it may 
not be sufficient to remove all surplus. An exairg>le of this 
inter-city competition is seen in the conflict between New 
York and Chicago over the St. Lawrence Tifeterway scheme. 

In the case of certain kinds of land, such as shore land, 
land for docks, wharves, etc., the inter-city competition is 
not sufficient. Private ownership in these cases often leads to 
the sacrificing of the permanent interests of the city to ttie 
interests of private individuals. The remedy here lies in 
public ovmerahip. Evidence of the necessity of this is given 
by the experience of Abram Hewitt as mayor of New York. A 
follower of the classical school of economists, he was opposed 
to public ownership when he entered office; but during his term 
as mayor he tried to secure public ownership of the docks. 

ITo one-man market for land . In the case of monopoly, there is a 
one-maa market. TKhat does that mean? It means that scarcity 
is established, an artificial scarcity. It is throu^ limitation 
of supply that monopolists get a surplus return. In the case 
of land there is a natural scarcity, as compared with the wants 
of men, only so far as the superiof grades of land are concerned. 
This scarcity is not due to the establishment of a one-man market 
and the withholding of supply. This can be done only to an 
inconsiderable extent. It is due to the fact that natural 
conditions are such that the supply of the superior grades of 
land is below the amount desired. If scarcity is not natural 
but man-made, there is a cause of monopoly gain; and in monopoly 
■we have hi^ value due to man-made scarcity. But in the case of 
rent we have something that is quite different from a monopoly 
surplus; we have a property surplus that is due to a nature- 
given scarcity. 
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CHAPTER VII 78 

KEET JgTD VALUB . 

I. Rental Value . 

Land is eimply one o£ the requisites of production, and 
its value is ss'verned by the same laws that govern the values 
o£ other rec^isites of production. It is quite needless to go 
into any scholastic refinements. ICen pay for the requisites 
of production hecause they desire the products. Ihey desire 
land because land ^-lelds TfAieat, oats, iregetables, animal food. 
forest products, minerals, sites for dwellings* sites for 
business, etc. 

^e bargaining process in determination of land value . In the 
struggle for the means of life we use the requisites of 
production and must use ^hem. Those who control these requi- 
sites of production seek a return for Ihem, and they bargain 
■with one another {one aspect of it) and with society as a whole 
(another aspect). At any one moment we find a certain equi- 
librium of l€Uid* labor, capital, and enterprise. In a dynaraic 
society the equilibrium is always changing. Population is in- 
creasing, and a perpetual process of readjustm^t is going on 
as a result of a perpetual bargaining process. If the land 
supply increases with a relatively greater rapidity than 
population and capital, tbe owners of land are at a disadvantage, 
and must take.a lower return for their land in order to keep 
it in uee. 

We see this illustratfed .'ifi American History . Land owners 
have had to make better bids, and sometimes even then there 
were no takers — the land had to 03 into lower use or out of 
use. If the labor supply decreases, or even fails to increase, 
t'aeybid. for labor will have to increase and wages virill go up. 
vftiich will be unfavorable to land and will send some land out 
of use. Ho better illustration could be afforded than that 
given by the wages of labor during t^e recent war period and 
the period Just after the war. ItoB-t is true of land holds also 
with respect to capital and enterprise. Other -things being 
equal, those who control the least rapidly increasing requisite 
of production are able to make the best bargains. 

If any factor goes out of use. there is a loss -- an 
unearned decrement. Agricultural land in the latter part of 
the last century affords illustration. The increase in land 
supply was due to the opening up of new land which raised the 
margin of economic utilisation. But land on v^icih any con- 
siderable amount of capital and labor have been expended does 
not go out of use at once, when it falls belov: the margin. 
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Professor Patten^' has treated the subject and has stated that 
the law according to which land goes out of use is different 
from the law according to which it is l>rou0it into use. In so 
far as men are animated l>y principles of comp.etition and do not 
ma)a mistakes in applying them, they will bring land into use 
only i*en prices are high enoueji to cover a return on Hie 
capital and labor reinired to bring Ihe land into use, as well 
as a return on the land. But when land has been brou0it into 
use, capital has been put Into it that has become specialized 
and cannot be talcen out without loss , and though pri ces may fall 
below the level of prices which brou#it the land into use, the 
land will not go out of cultivation ro long as there is, in 
addition to the return on the current investment of labor and 
capital, any return to the permanently invested capital. As 
these permanent inveetments of CEi>ital are often large, the 
prices of agricultural promote may fall very lew without 
putting the land out of use. Ultlaately, however, the past 
capital investments are exhausted, or nearly exhausted, and then 
the land must go out of its present use and must ep in*o eome 
lower use or be abandoned. Hew England affords good lllus- 
tiations of both sides of this question. There we find many 
abandoned farms, but there can be found also farms formerly 
abandoned which were brought back into use by hi^ prices and 
improved methods of cultivation. In Hew Zngland we also find that a 
foreign born population, strong and sturdy, with simple habits 
of life, will be able to cultivate land that has been ytooIXy or 
practically abandoned, and in many instances to raise the value 
so that it may yield a considerable rent. 

Let us now examine this law of distribution from a 
slightly different point of view. Ihe progress of iniiistry 
gives us a growing surplus of wealth. This is true whetiier 
we use surplus in the sense of something produced over and 
above general subsistence or in the narrow sense in vjhich 
we have defined it; something over and above the amount 
necessary to secure the cooperation of all the human and 
natural re<jai>ites of production and to set aside something 
for expansion — the amount so set aside dependit^ on the 
amount produced and the psycholo^ of the property holders. 
Por this surplus tbose who control the requisites of production 
are engaged in an economie struggle. Those who have control 
of any requisite of production that is desired in a relatively 
high and increasing degree will receive larger and larger 
returns, just as those who control any object which is .especially 
desired for imediate consuiqition receive a hi^ price for it. 
Hhat is especially desired, so far as a requisite of production 
is conoernea, depends upon the relative rate of increase of 
that requisite in a dynamic society. The more rapidly in- 
creasing factor of production is less desired because its 

1) Simon H. Patten, Preaises of Politica j, ^9 op9i |iy (Philadelphia. 
1885) p. 31-35. 
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margin of utility hae fallen. In other worde, with Increased 
relative eupply, the requisite Batlsfles a less urgent want than 
does that requleite which has not increaaed to the same extent; 
the requisite that has Increaaed at a relatively slower rate 
satisfies wants of a higher grade, because the margins of 
utility have not fallen so low. This expresses in eoononlc 
terms something that is familiar to every business man, namely, 
that scarcity means high price and abundance, low price. 

The converse and supplement of tjils law of distribution 
nuBt also be noticed; namely, that in the case of a declining 
or retrograde economic society the ease of withdrawal of a 
requisite from production is a favorable condition. That factor 
of itolch the eupply can be dlminiahed most easily and rapidly 
has an advantage over other factors. On the one hand, we find, 
in a wealthy city growing more rapidly than the available supply 
of urban land is increasing, that when land is specially desired 
for residence or business it commands a growing surplus in its 
income; on the other hand, In a city going backward and declin- 
ing in wealth and papulation, the position of the landowner is 
a very unfortunate one. As he cannot withdraw the productive 
factor utoich he owns, he Is a v<eak bargainer. His building he 
can-remove only with great loss or not at all, and the land can 
not be moved. He suffers both as the owner of land and as the 
owner .,of buildings erected on it. Uany towns in Hew York State 
Illustrate this. 

^alue ultimately a question of population . The- value of land is 
governed by demr-nd and supplyT It may also be expressed 
according to the ^strian theory of value. But i4ilchever way 
we express it, ultimately the increase or' decrease in the 
rental value of land depends, other things being equal, on the 
relation ""between the rate of the Increase in the economic 
land supply and the rate of the gro-.vth of population. If we 
have a dynamic society with a stationary population, rent falls. 
This we have already seen. Improvements constantly going on in 
the parts of the world under the influence of IXiropean civiliza- 
tion make a given area of land accomplish larger and larger 
results. TWe may express this differently by saying that progress 
in economic civilization Increases the services yielded by land 
area; in other words, increases the economic supply of land In 
contrast with the geographic land supply. Improved agriculture, 
seen in the- breeding of plants and animals and in the better use 
of fertilizers, brings this about in the case of agricultural 
land; i^ile In^roved means of transport and communication 
extending over urban areas, and greater skill in urban con- 
struction Increase the economic land supply and lower rents In 
cities. land rents may fall even though population grows; th^ 
will do aiis if the total eocnomlo laid supply increases still more 
rapidly than population; and this may well happen though it is 
difficult to measure accurately the respective rates of increase. 
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Before 1914 many small cities were growing rather rapidly, 
while in «iem rente were stationary or declining. It was 
estimated in 1913 that even with the enormous size and growth 
of London, its rents showed a small percentage of decline. 

T/e could adopt all sorts of hypotheses and could use 
various diagrams to tlluetrate the relation between rente 
and the gicwth of population, Ijut th^ would add no further 
Information. Elaborate and long dontlnued statistical In- 
Testigatlone of land supply aid growth of population will some 
day give us new and valuable concrete knowledge and will per- 
haps afford a basis for valuable genaralizationB. 

Growl nc; wealth and land values . The question of the influence 

of growing wealth on the demand fbr land has already been touched 
upon in Chapter VI in contrasting the rent of land wi Hi monopoly 
gains under a condition of increasing wealth, 'sath growing 
wealth, we are very sure to have additional wealth devoted to 
economic InprovementB in land utilization; oh the other hand 
growing wealth means increased demand for consumption goods. 
Does this mean in general a demand for more land area? We do 
not have the. data for a precise answer, but it appears that the 
greater consuiqpti on of wealth in advanced countries Is, In 
general, more of a qualitative than in a quantitative sort. 
This is seen in the refinements of luxury. Egge must be 
uniform In eize in fashionable hotels; in one city vihite eggs, 
in another eggs with shells of a darker hue are preferred; 
butter must be choice; fruits must be supplied out of season: 
etc., etc. All this does not require more land; in fact, when 
paiqpered tastes are satisfied by production under glass, leas 
land is required but more labor and capital. 

Uore wealth may mean more spacious grounds around dwell- 
ings, more areas occupied; but it may also be coincident with 
enormous apartment buildings, housing many people on a relatively 
small area of land. High wages may result In a diminished 
demand for land area; people nay prefer luxurious apartments 
to separate homes. Increasing wealth may produce a lessened 
demand for area per family. The labor problem ie partly the 
cause of this; people who are becoming more prosperous and 
would naturally desire homes with increased, amounts of land 
about them, are in many cases led to reside In luxurious 
apartments Instead, because of the difficulty of securing 
servants to make living in separate homes equally comfortable. 
How much Influence this labor problem has, is hard to deteimlne; 
certainly it is not the sole factor. We find apartments In 
Mew Yoik now renting for enough to buy a large house In a city 
of medium size. Wiat great and growing wealth certainly does. 
Is to Increase rents of special pieces of land viiich possess 
highly esteemed qualities. Saefcionable urban land affords 
lllustratdon. In the very nature of the case the supply of,|p 
this land must be limited in proportion to tile demand, for^"- 
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otherwise it ?:ould lack tbo e^cluslvenees of fashion. Likewise, 
land ihich yields conmiodities thfet are highly esteemed in 
fashionable circles may tring very high rents if it is limited 
in supply. The typical case of the land producing the grapes 
from which Johannesberger wine is made affords as good an 
illustration as any. In general there is no evidence that, 
in an advanced country like the United States , there is any 
increase in the demand for land at all proportional to the 
Increase in wealth; growing wealth may not increase the total 
demand for land very appreciably. On the whole, if we except 
certain small areas highly appreciated and highly paid for by 
people of wealth, it is safe to say tiiat, with stationary 
population and growing wealth, land rent will decrease. 

If we turn our attention to ttie world as a whole, we dis- 
cover that millions of human beings go hungry to bed every 
night, that hundreds of millions are insufficiently nourished. 
Kte must conclude that, if the population of the earth remains 
constant and is to be sufficiently fed, there will be a de- 
mand for an Increased economic land supply; but no greater than 
what we can provide for. In other words, if the population 
of the earth should remain stationary, we could solve the land 
problems as rapidly as the solution of the other problems of 
economic well-being could be solved. 

II. The Selling Value of I,and . 

Selling value a function of income . Land is valued for the income 
it yields, psychical as well aa material income being included. 
The selling price of land is a f\inction of income. This is a 
general proposition which applies to capital as well, and to all 
productive property. The selling price equals the endless 
succession of future incomes discounted and added together; - 
in other words the present worth of a perpetual Income. 

The connection between income and selling vslue is not so 
close and eo clear in a new country like the United States as 
it is in an old country like England, »toere it is customary to 
calculate selling value in "years' purchase" — that is, by 
multiplying the annual rent by a certain number of years. 21 
Thus mhen we say that land is valued in Bngland at twenty 
years' purchase, we mean that its value is twenty times as great 
as the lent for one year. Iftien land is held for a long time 
in the same hands and few sales are made, and especially Yfaen 
there are many tenants paying rent, this is ttie easiest way to 
calculate tlie selling value of land. On the other hand, in a 



2) See appendix to this chapter for explanation of "years' 
purchase" by Sir Henry Rew. 
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country like the United States, where conditions are changing 
rapidly and ■srtiere land changes hands very frequently, where 
values fluctuate greatly, and where there are many wide 
stretches of country in which few renters are found, it is 
easier to reverse the process which obtains in England and to 
get the selling value first and the rental value afterward. 
These different practices are strengthened by differences in 
taxation practice in Europe and America; for taxation in 
Burope is generally "bsised on annual yield, vfaile in the United 
States it Is based on selling value. 

Obviously the practice of basing land values directly 
upon annual rental values is better, because it keeps con- 
stantly in the minds of buyers and sellers the fact that 
selling price is a function of annual land income and thus 
serves to lessen somevAiat miscalculations and speculative 
fluctuations, it is noteworthy Itiat the legislation establish- 
ing the Federal Land Banks in the United States requires 
valuation based on annual yield. 

It must be borne in mind, however, that the correlation 
between rental value and selling value is not an exact one, 
and that no precise relationship between them exists. Future 
changes in annual income must be taken into account, and they 
are taken into account to some extent even in the valuations 
upon Tiiich the Federal L9.nd Banks make liielr loans. This,- 
however, is a dangerous practice unless it is held within 
very narrow limits, for there is usually too much optimism in 
judging future increases in rental value, with the result that 
the land is over-valued. 

Interest rates and land value . Interest rates are always reflected 
in the selling value of land; and other things being equal, tJie 
lower the rate, the higher the selling price of land, because 
future Income will be discounted at a lower rate in estimating 
its present wotth. Reisons have already ts-een stated which 
explain why land values are high compared with the capitalization 
of present incrane at the current rate of interest. It is a 
common phenomenon that, in the old established countries of the 
world, fluid capital yields a higher rate of return than is 
represented by the ratio of income frcan land to the selling 
value of land, it maj' be asked, how can we prevent people 
from buying land at a price tiiat vail yield only four per cent? 
We can not do it; the demand for land is great because it is 
an investment fairored by vast nuinbers'i Taxes which have 
reduced selling values in Bngland have not advanced prosperity; 
they have lessened the inclination of farmers to buy land 
because of the menace of further increases in taxation. It 
will be recalled, also, that part of the selling value of land 
is the capitalization of tlie psychic income afforded by the 
amenities. 
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Vary clear evidence that land is capitalized on the 'basis 
of a low rate of return is seen in the fact that governments 
desiring to bring about changes in land ownership are generally 
obliged to give new purchasers the benefit of ttie government 
rate of interest, which is, generally speaking, a lower rate 
than the return on land. Perhaps it may be laid down, tentative- 
ly, as a general principle, that, tdxie government credit is 
unquestioned, the rate of interest on s^vernment bonds (using 
the term government in its generic sense, including nations, 
states, etc.,) is lov;er than the rate of retum on land. 

Q^^er influences in land value . It was long ago observed by Cicero 
that peace and tranquillity increased the selling value of land. 
The reasons are obvious. In bo far as we remove uncertainty with 
respect to the future, the present values of anticipated future 
incomes increase. The moral character of the population, 
as seen In thrift, self control, foresight, adds to land values, 
and that for the same reason. Increasing wealth, thou^ it nay 
not increase the demand for land, may add to the selling value 
of land, other things being equal, because it makes the wait- 
ing lor future incomes easier. 

Significance of high land values . It belongs to another part of 
the present work to determine whether high land values are 
fortunate or unfortunate. Those who think that they are un- 
fortunate may be a little perplexed by the fact that increasing 
prosperity and the develo];anent of economic virtue in the 
population, other things being equal, inevitably add to the 
selling price of the land. IJoes this high price bring land 
into the hands of those who can uee it best? Does it discourage 
people from bxiying land? Ve must remember that the number of 
farms is limited. If we say of someone that he should have a 
farm, whose farm is he to have? When the Chamber of Coimerce of 
a city speaks of the city's "sound land values," meaning thereby 
stable values Increewing very slowly, is it right? 'When a man 
speaks of the "nightmare of the freehold," meaning by this 
expression that high land values are an increasing burden for 
society to carry, is he tight or wrong? 

Where there is high selling price, there is hi^ value. 
That means a large amount of utilization either quantitatively 
or quslitatively. This is a general truth which we apply without 
hesitation to the selling price of other things than land. If 
a house has a very high value, it is because it yields large 
returns of some sort. If houses of foe kind that sell for ten 
thousand dollars were very abundant, the price would fall. 
Similarly, if the area of land of a high quality is greatly 
increased, its price will fall. Is there a difference? 
This question has already been partially answered elsewhere, and 
it will receive further attention when we come to the 
consideration of land policies. 
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APSStmXX 1 TO CHAPTBR VII . 

YEABS' PURCHASE 

"Your question ae to ivhat ie the meaning of a 'year's 
purchase' ia one of those which in particular cases may present 
difficulty but in general appears to me simple. In expressing 
the value of a property as worth so many years' purchase we 
Should mean ttie multiple of the rent nfaioh at tiie ttme the 
property could he let at In the open market subject to such 
charges as liabilities - e.g. local rates - as would normally 
fall on the occupier. If the property were in fact let for a 
term of years at a rent bieiier or lower than it might be 
expected to fetch if it came now into the market - or if for 
any reason personal to the owner or occupier the rent actually 
paid was above or below that which an incoming tenant would be 
willing to pay - I think the proper basis for expressing the 
capital value in terms of years' purchase is to take not the 
actual but the economic rent as above stated. 

"'Years' purchase* seems to rae only the converse of 
■Investment at x per cent." If I pay tlOOO for a property 
vtoioh may be let at tSO per annum 1 may saj- 'I have invested 
my capital at S per cent' or 'I have given 20 years' purchase 
for the property.' Ihis is a point *ich, simple as it appears, 
has sometiitBs led to a little confusion of thousJit. It is 
often said that aigrlcultural land in the country is not worth 
so many years' purchase as at some former period. If that is 
true, it means that the rate of interest earned by the investment 
of a given sum in land has risen. 

"Of course, as you well know, fee gross rental of land 
on houses is far from representing the net return on the 
investment, and obviously it is the net return yhidti must be 
taken for comparison with investment in, for exan^le, stocks 
and shares. The relation of gross to net is veiy variable. Jor 
house property 1 think it is usual to deduct 15 to 20 per cent 
on yearly tenancies. Por agricultural land in tti is country the 
deduction would generally be much higher, but again this would 
vary for different types of faiTos, being much higher on an 
arable farm, as a rule, than on a grass farm." 

(Taken from a letter to Dr. H. T. Bly, written by 
Sir B. Henry Eew, London. England. Jlay 13, 1922). 



d by Google 



d by Google 



AEPEHDIX 11 12 CHAPTEB VII 86 

By H.B. Dorau (Member of staff of the Institute for 
Svsearch in Land Economics) . 

The problem of "Value and Valuation" of land differs 
in very few respects from the general problem of valuation 
of production goods. Goods used in the production of other 
goods are valued in terms of the product resulting from their 
utilization. Land is no exception to this rule; its value 
is determined by its productivity. Land is a durable good« 
Its productivity consists of the series of economic uses, the 
nature of fldiich is such that they are rendered over long, 
very long, periods of Ume with little if any diminution in 
their prockictive quality. It is net, however, to be assumed 
that the value of land Is the total of an indefinite series of 
use values. On the contrary, the necessity of waiting for a 
future use is considered a sacrifice just as postponed con- 
sumption IB, and so the value of the future uses is discounted 
at a rate dependent on the Impatience of the Individual con- 
cerned, each use being discounted ss It is distant by one, two 
or more years. 

The valuation of land involves little more than the 
problffiQ of capltalieatlonolane^^ected income. Capitalization 
nay be defined as "the process of establishing the present 
worth of future incomes." The value of land can then be ex- 
precsed as tiie present worth of an expected succession of 
future Incomes. The economic rent of land constitutes the 
e:q>ected income on the basis of i^ich land values ere thus 
determined. 

The value of land might be likened to the value of an 
interminable annuity except for certain peculiar conditions 
obtal-tiing with respect to land value. It has been commonly 
observed that the percentage relation of annual land rental 
to selling price is very low, much lower in fact than returns 
in other comparable Investments. Itien first farm mortgages 
yield five per cent, very often the rental stands only as three 
or three and a half per cent of Uie sale price of the same land. 
A common method of estimating economic rent Is to decapitalize 
the sale price at the current rate of Interest. Such a method 
will result in a figure for rental value much in excess of 
actual economic rent. It is approximately accurate only when 
land values are stationary. The peculiarity about buying an 
income from land is that it may turn out to be a gradually 
increasing annual return, a constant annual return or a 
gradually decreasing annual return. Khen this fact is recog- 
nized it will be seen that the significant fact about the 
valuation of land is that the present worth is determined by 
the expected yield discounted to date. The owner of land is 
thus seen to be, under conditions of rising land values, the 
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recipient of two incomeB, an annual return and an annual 
appreciation. The recognition of appreciation as an income 
due to social caupes is as far as many have gone in the anal- 
ysis of this protoXem. On the basis of this familiar fact it 
has been assumed that the owner of land secures more than he 
deservcb, t>iat rent is an unearned income. It ought to be 
equally apparent that in the case of an expected fall in ren- 
tals the purchaser of land is buying an annual return and an 
annual depreciation -rtiich would by the same rule be an unearned 
decrement. 

The fact that the owner of land, the future rental of 
which is expected to be higher, gains his income from two 
sources is no basis for reasoning that he secures an unearned 
income. In o ur competitive system all expected future gains as 
j? e ll as expected f uture losses are di e co unte d as soon as their 
r easonable expectancy is e s _ tabl i s _h e d . Land, the rental value 
or vAiich is expected to increase, is no exception to this rule. 
Competition for good land, for land nAiich may, in the future, 
command a higher rental, is bo keen that the purchaser is lucky 
if he secures a fair return on his investment by adding his 
annual rent and his annual appreciation. Herein lies the answer 
to the question as to why land rentals are such a small per- 
centage of the selling value of land and vrtiy. economic rent is 
not necessarily an unearned income. In future years when the 
expected appreciation actually accrues .to the owner, his rentals 
increase and he receives the postponed portion of his land 
income, hardly can he be cnarged with collecting an unearned 
income or receiving an economic surplus an] ess he shall have 
received more in value appreciation than he expected, which 
surplus return is properly classic ed as a conjunctural gain. 
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CHAPTER VIII 
R3ET AgP THE VARIOgS KIHDS OT Jjm 

I- Land income not undifferentiated. 
II< General characteristics of land Income. 
III. The ylild of mines and forests is not rent. 
IV.- Peculiarities of agricultural rents. 
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CHAPTBR VIII 89 

REST AHP THE VABIOUS KIKDS OT lAMD 

I'^nd income not undifferentiated. Tniat has been said about 
land^' classification ^ould naturally lead us to agree that we 
can not treat as an undifferentiated unit land income, or the 
return yielded by the various kinds of land. The actual 
situation is a very complex one. Land-rent is the price 
paid for use and it must vary with the value of different 
uses, and to this variation there is no limit. As we have 
already seen, use values of land fall under the general laws 
of value just as these laws manifest themselves in other goods 
and classes of goods. TIfe find oompetitive and monopolistic 
prices and all the gradations between pure competitive and pure 
monopolistic prices. We find also prices fixed by custom and 
prices fixed by public authority. In fact, we have the richest 
variety and the greatest complexity in values as they manifest 
themselves in prices paid for land and land uses as well as in 
prices for the use of other requisites of production and for 
coTisumptlon goods. 

general diaracterlstlcs of land income . On the other hand. It 
would be going to the opposite extreme to assume that no 
general principle applying to land rents could be discovered. 
That ^TOuld be the renunciation of science. There are certain 
characteristics that are shown by land rents in general. One 
of these Is regularity of payment. Another is that of 
periodicity of payment. In ttie third place, the rent of land 
carries with it the Idea of perpetuity. Land rent is paid for 
what may be called. In the broadest sense, a continuously 
recurring crop, using the term crop to imply a use thrown off 
regularly, ibether It is the harvest of wheat in agricultural 
land, or Ihe continued occupancy of a residence site in a 
city, or some other use of the land. 

Rlcardo had in mind this idea of perpetuity when he 
said that rent is paid '*for the xise of the original and in- 
destructible powers of the soil.*'^) Rlcardo saw all about 
him land under constant cultivation without exhausti&n auid 
yielding rent year after year, and he based his ideas on 
this condition seen in Xngland, where in the last half of the 
eighteenth century inmenee improvements in agriculture were 
going on. AS a matter of fact the valuable properties of the 
soil were not being destroyed, and he believed that they would 
be maintained perpetually. It appears to be very clear that 
Rlcardo intended to epea^ about original powers of the soil that 
could be maintained year after year, which. Indeed, under 

1) Ricardo'e Principles of Political Economy and Taxation , 
caiapter II, "On Rent."" 
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rational agriculture would not deteriorate. Doubtless if his 
attention had been called to the poeslbilities of soil 
exhaustion, he Kould have replied: "I talce it for granted 
that men will apply sound economic principles in llieir 
agriculture Just as English landlords and farmers are doing 
today." If this be taken for granted, he could very well 
speak of the original and perpetually enduring properties of 
the soil. 

J.B. Clark speaio of capital, distinguished from capital- 
goods, as perpetual, because capital-value pesses from one 
set of concrete capital goods into other concrete capital goods 
as the first Set perishes, 2) if this is permissible, we can 
with tenfold claims to propriety speak of the valuable 
properties of the soil as perpetual. It Is indeed one of the 
clearly recognized advantages of landed properly over capital 
property that the danger of loss In the case of land is lees. 
In predicating perpetuity in this sense to land income we are 
surely within the limits of the common usage of the business 
world. Ve often find that a man dealing In capital goods will 
put aside a farm in his wife's name as "an anchor to windward." 

Rlcardo has been severely criticised for the use of the 
term Indestructible; it has been stated that it Is contrary 
to the well-known facts of nature. It has Just been pointed 
out that fertility may be maintained indefinitely and is 
maintained under good agriculture; but it should also be 
noticed that the gifts of nature comprised in land Include 
other -Uilngs In addition to fertility. Economists have been 
inclined to concede too much to the critics of the Rlcardian 
term indestructible . Mature does far more for man than we are 
inclined to recognize. 

There are many particulars In v*iich there is perpetuity - 
geography, topography, climatd, rainfMl, etc. There are 
advantages which are perpetual in situation with relation to 
mountains or bodies of water. Examples of this are the 
western part of Hew York State, the situation of vrtiich in 
relation to Lake Erie makes it particularly well suited to 
the raising of table grapes; Palisade, Colorado, the situation 
of lAiich makes it especially adapted to peach growing; and 
Irrigable lands that axe near mountains which preserve the 
snow until the euimer heat melts It at the time it Is needed 
for irrigating the land. There are advantages in the 
possession of the right amount and right di»tributlon of 
rainfall that have great value and are perpetual. This ad- 
vantage in rainfall Is e,n appurtenance of the land that is a 
perpetual gift. There are advantages In peculiar qualt-ties 

2) J.B. Clark. The Distribution ^f T/ealt h (Hew York, 1899), 
Chapter 13. iizedt.GoOglc 
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of ooil that persist generation after generation. It may be 
asked whetlier any amount of labor could make the pastures of 
Kew Hampshire equal to tiie Blue Grass region of Eentuoky. 
Biere are here certain properties that are enduring. Under 
this head we may altio consider the quality ^ich some land 
possesses of being able to receive and retain fertility. 

The words inseparable conditions affecting the pro&ictive- 
hess of land are, however* better than indestructible . These 
words include extent {standing room), topography, climate, 
rainfall, etc. as well as fertility that can be maintained. 
But according to an excellent authority we have not said enough 
v*ien we speak of the maintenance of fertility as a by product 
of good agriculture, for it is affirmed that the fertility should 
be increased. The following is quoted from Dean Eugene Davenport 
of the University of Illinois :- 

"Throu^ the efforts of Dr. Hopkins, the Univer- 
sity of Illinois has established in this country, 
if not in the world, pretty gener.ally the idea of 
permanence in the yielding power of land, the ele- 
ment of permanence to be secured by a definite pro- 
gram of adding to the soil from year to year, and 
in connection with the rotation, a little more 
fertility than is removed by the crops, and by such 
processes of nature as leaching, so that what he 
calls the 'Invoice of Fertility' shall Increase ^ 
tather than decrease wltii the passage of time. "3 » 

lield ^f mines and forests not rent . However, there are some 
kinds of land that do not yield periodical returns that are 
naturally neasured by months and years- Vfaere the felement of 
periodicity is lacking and e:diaustlon of tlie valuable elements 
of the land takes place, the price paid to the owner is paid for 
total utility; it is not a rent but a sale price. Mines and 
forests are examples of this; there is a sale of the valuable 
elements or products of the land Instead of a letting of the 
productive powers of the land. Economists have been perplexed 
by forests and mines »4ien they have endeavored to bring the 
yields of these lands under the concept rent. The fact that 
the value of forests and mines is sold and not rented escplains 
the difficulties that they have had In discussing the income 
yielded by these two kinds of land and the \insatisfactory 
ejQlanation that they have given.*) 

3) Chicago Evening Post, March 18, 1921. Article headed 
"Experiments of University of Illinois are Big Aid to 
Fanae rs .*• 

4) See article by John S. Orchard on "The Rent of Mineral Lands" 
in the Quarterly Journal of Economics , Pebriiary, 1922, for 

a different view of this subject. ^ i 
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It is true that minerals and forests differ, because 
minerals are extracted once for all while forests are reproduced. 
Bat the reproduction of forests takes place only at long inter- 
vals, and the production differs greatly from the annual pro- 
duction in agriculture. Here we have a typical case of economic 
variation, where a difference in degree is sufficiently great to 
constitute a difference in Jcind. Wise forestry is based upon 
plans jiade for at least a century, and artificial forests could 
conceivably be treated as yielding periodical returns, the period 
being one hundred years perhaps. This, however, would be an 
inconvenient method of reasoning and one not easily followed. 
Virgin forests, however, could not in any sense be said to yield 
rent. They axe a natural product arid, as far as the writer has 
observed in the United States, are invariably sold. 

Ricardo ma^ces a clear distinction between sales and rents 
in discussing payments for forests and mines in the second 
chapter of his Principles of Political Sconomy and Taxation. 
He takes up the statements of Adam Smith about the rent of 
coil mines and stone quarries, and the rent which, Etaith said, 
had come to be paid for the forests of Horway because of the 
high price of timber in the southern countries of Europe, and 
objects to the use of the term rent for such payments. He 
says that the payment for forests is a price for the "valuable 
commodity then standing on the land," and that "compensation 
given for the mine or quarry, is paid for the value of the coal 
of stone which can be removed from them and has no connection 
with the original and indestructible powers of the soil." He 
said if, after the timber is removed, the land-owner should 
receive compensation for the land "for the purpose of growing 
timber or any other produce", such compensation could be 
called rent. 

Although Ricardo makes this distinction in Chapter II, 
he fails to make it- in Chapter III where he deals v/ith "The 
Rent of nines." ^at he has in mine here, however, is the 
determination of the differential laws of value for mineral 
products, and he determines these laws in accordance with the 
general principles of rent without reference to original and 
indestructible powers of tiie soil. 

It is true of course that Ihere is a differential in the 
prices yielded by forests and mines; these prices, ore infinite 
in variety. Take a particular forest. Wiat will it sell for? 
We might as well ask, what will a painting sell for? Everyone 
knows that the price may be anything from zero to a million 
dollars or more. It depends on Ihe kind of wood, the abundance 
of its supply, the situation of .the land, the means of transport 
and comnunication.and thousands of other factors. We could find 
an acre of forest land that would sell for a thousand dollars or 
more, whereas many acres will bring nothing. The difference 
between the two is obviously 1000, as + 1000 
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^ant an annual return, we could put out the 1000 at interest 
and caliailate T4iat that T.'ould yield every year; 'tut this does 
riot change the fact that the 1000 ?ras paid, not for an annual 
yield, but for the property itself. 

Por a variety of reasons forest land in an old country 
often sells for a very high price in proportion to the return 
that it yields. It was estirated some years ago that the 
forests of Belgium yielded lees than three per cent upon tiieir 
selling value. The smallness of return as well as the long 
periods between the forest crops is one of the reasons vAiy 
private persona are unwilling to produce tlie needed supply of 
forests. 

Mines also show this differential in value based on the 
richness of the deposi.ts, the ease with which they can be 
taken out, the nearness to means of transport, etc. Some mines 
bring large prices; for others no prices are offered. A cir- 
cumstance that mie^t be confusing is that mines are often 
operated by persons who do not own the land. These operators 
pay to the owners royalties for the ore taken out, based upon 
the number of units mined, - so much, for ex2«nple, for each 
ton of iron ore. These royalties may be paid n.t intervals of 
montiiB and years, but they are pajinents not for the use of the 
land, but for the property itself - the valuable parts of the 
land which are being removed. 

The law makes a sharp distinction, just as Ricardo did, 
between agricultural crops and the yield of mines. This is 
brought out in two books which maj* be selected from many others 
Xor purposes of illustration. The first is an English book on 
The Ownership and Valuation of Mineral Property in the United 
Kingdom 5 J by Sir R.A.S. Redmayne, K.CB. , and Gilbert Stone. 
The second is an American legal treatise entitled the Ame ri can 
Law Relating to Income and Pri nci pal 6) ■by Edwin A. Howes, Jr. 
The following paragraph is taken from the first mentioned book:- 

"Hie law of mines has been admirably treated 
in several legal text-books, and we only touch on 
thb fringes of a very large and intricate subject 
in order to lay the foundation for what we have to 
say on these matters with wnich this book is mainly 
concerned, and in particular to make it plain that 
a royalty rent ia in many ways a Uiing essentially 
different from an occupation rent and rather approx- 
iroates towards, though it also differs from, a price 
paid for the purchase of minerals; that there Is no 
real similarity between a mineral lease and an ag- 
ricultural and occupation lease; that ttie rents and 

5) Published by Longmans, Green and Co., 1920- 

6) Published by Little. Brown S: Co., Boston, 1905. ^ i 
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royalties reserved under a mineral leaee pay» or may 
pay, for a large bundle of rights ot:ier than the 
right to possess, * occupy, and extract and convert 
minerals; and that from the circumstances under which 
mining is carried on, as well as from the peculiar- 
ities of our law, tbe interests of those who own pos- 
sessory or proprietory rights over or in respect of 
mines or minerals may vary in the most diverse ways."') 

This book is especially significant as it was prepared from 
an entirely practical point of view and shows that the authors 
in their legal practice have been forced to a recognition of 
the fact that royalty payments for minerals cannot be treated 
in the same class as land rents, even if they are called roy- 
alty rents. "TOiile royalty rents are of a peculiar kind and 
hard to classify, the probability is that under American prac- 
tice the royalty payments would approximate land sales still 
more closely than they do in lingland. 

Turning to the second book, " The American Law Relating to 
Income and Principal , we find the following: 

"Principal, or capital. Is the property itself." ^' In- 
creases in value of the property do not legally belong to income 
and cannot be paid by trustees to persons entitled to income. 
The product of a mine is not "real income, but is part of the 
property itself. Although timber is a real product of the land, 
the production of it covers so long a period that a life tenant 
or a trustee for a life beneficiary cannot ordinarily treat it 
as income, because the taking of it scrips the land of something 
which cannot be replaced -vdiile the life interest lasts. Other 
kinds of property, usually to a less degree, naturally waste 
avTay by being used in the ordinary manner, and the entire 
product cannot be -treated as real income in 12ie strict meaning 
of the word. There must be deductions from the product from 
time to time to replace the waste in the principal property!^' 
In the treatment of "Mines, Quarries and Oil Wells," we find the 
statement, "The products of mines, quarries or oil wells are 
not really products, but part of the land Itself. "^0) A life 
tenant cannot open mines, quarries and oil wells. If a trustee 
opens them, the proceeds must be invested and the income, only, 
of the proceeds can be used as real income. If the nines are 
already open, however, the entire net proceeds may be used and 
not replaced even if exhaustion results. U) 

7) Pages 6-7. 

8) Page 1. 

9) Page 2. 

10) Page 5. 

11) Page 6. 
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The clear implication la that rent of agricultural and 
urban land is perpetual, and is' to be treated as income, while 
the yield of mines ana forests cannot "be considered as part of 
income. There is little doubt that this is the legal view of 
all countries; and the law here as elsewhere must draw a 
line between land and capital goods which cannot be maintained 
perpetually, and must require that from the gross product 
certain sues are to be set aside for replacement before the 
real income can be estimated* 

There are exceptional cases in which forest lands do 
bring rent. These are the cases, such as are found In 
England, in vftiich the land is not used by cutting the timber, 
but is used for hunting and shooting. The rent here is a pay- 
ment for liie sport that the land regularly affords, and the 
amount of rent paid will depend on the intensity of the demand 
for this kind of sport, which will vary according to the wealth 
of the demanders and the custcaa of the country. 

Vhen the trees are removed from the land and the cut- 
over lands are eold and made into farms, there may be regular 
returns and a periodical price may be paid for the land* irtiich 
will bie rent. Lands which contain minerals may also bring 
rents if they cure being used for the cultivation of the 
surface and not for the extraction of the minerals. It is 
possible indeed to have both uses of the land going on at 
the same time - an agricultural use that yields rent and a 
mining use the returns to which have the nature of sale price 
instead of rent. 

On tiie other hand, we may have an agricultural use that 
resembles the mining use. It has frequently been said that 
in the United States agriculture has consisted in mining the 
land. Tftien the fertile elements have been removed and not 
restored, the land has become exhausted; thougli we have few 
cases of total exhaustion, there have been many cases of par- 
tial exhaustion. It haa frequently been said that the agri- 
cultural land -owners have not been paid for the partial ex- 
haustion of the valuable elements of the soil, but if these 
valuable elements have been given without payment, it is 
because they have been so abundant and widespread that 
competition has forced their distribution through low prices 
of agricultural products. Consumers, not aware of what they 
have received in the way of natural fifts, are surprised when 
the price rises to a sufficiently hi^ level to enable farmers 
to maintain and improve the land. 

Peculiarities of agricultural rents - The peculiarities in 

agricultural rents are a natural outcome of the peculiarities 
of agricultural land irtiich have already been noted. The 
relative significance of space or area is one of the 
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cbaracterlBtica of agTlcultural land vhlch enter into rent. 
Ihe fertility of land varies to Buch an extent that oiie acre 
in a certain place may be equal to a thousand acres in another 
place; but, if the one acre yields as much in the way of 
physical product, say pasturage, as the thousand acres, it 
will be worth a great deal more, because it will be more easily 
and less expensively utilized. In fact, the pasturage of any 
one acre spread over a thousand would undoubtedly have no 
value. If It were fenced, the fencing would cost more than Uie 
yield. If it were not fenced, the expense of the care of stock 
and the danger of loss of stock would be sufficient to reduce 
the value to a minus quantity. In the case of agricultural 
land what is wanted is not primarily physical measurements, but 
economic measuiements ■ nevertheless, with all of the variations 
in the income yielded by a single area-unit, for example, an 
acre oi hectare, agricultural values necessarily cover vast 
spaced of the earth's surface - in fact, a large proportion of 
the earth's surface. In the United States nearly fifty per cent. 
This is a distinguishing characteristic of agricultural land as 
contrasted with urban land. 

Another characteristic finding its expression in rent 
is that land is Immovable lAile Its products are movable. 
Generally speaking the sources of the products are indifferent 
to the purchaser. This circumstance nekes for sharp competition 
among the products. Which is reflected in land values and in 
land rents which are simply an expression of selling values. 
We notice, however, that cultivators of the land are sometimes 
able to establish a certain individuality in their products 
where there are possibilities of high quality. They establish 
brands to mark differences, and when these brands receive 
recognition, they m«y secure good sales and high prices, which 
will be reflected in rents. In other words individuality can, 
in the case of certain agricultural prodwts, give a value to 
superiority. California fruits afford an illustration, inas- 
much as certain brands have come to be so appreciated as to 
give a ready sale at a good price. 

Marketing methods oust always be considered with refer- 
ence to agricultural land values. Good marketing methods 
mean> regular sales at good price. The Califomian fruit growers, 
who have utilized Ike existing retail agencies very skillfully, 
have made their fruit growing far more profitable than it was 
fonaerly. Inadequate marketing facilities have been one reason 
why the small holdings in England have met with such indifferent 
success. On the other hand, whereithe marketing has been well 
organized, so that the small holders could regularly reach the 
consumer without excessive costs, the returns to the land have 
been far more satisfactory. 
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The uXUnate relation between land rents and the 
stationary, rising, or falling population of the world has 
already been sufficiently discussed. We have also given 
attention to the prices paid for the amenities of land 
connected with. Smellings in the country. Just as In the 
case of urban sites, rural site- rent may mount up in- 
definitely, depending upon the number of decnanders In pro- 
portion to the choice sites, upon the intensity of demand, 
and upon the wealth of the demanders. It is a good thing that 
these amenities connected with rural land exist- It Is 
desirable that they should be cultivated and developed, par- 
ticularly those connected with -the rural home. There should 
be a clearer demarcation between Uie value of the farm as a 
business and the value of the home. - that is to say, the 
family house and the land surrounding It and making it 
attractive. This idea has been developed by ]3r. Charles 
J. Galpin of the Bureau of ikgrlcultural Sconomics, Department 
of Agriculture. Washington. E.G. He saya:- 

"'TOiat values in the farm family do we of 
America wish to foster and protect?' Wien the 
American farmer comes to face this question 
squarely and fully. 1 am sure he will arrive at 
the position that the farm-house must be detached 
from the constant invasion of the work-side of 
farming. Let ue briefly consider what liiis 
policy Involves , and in order that we may have 
some definite case before us. I suggest that we 
consider George Washington's farmhouse and see 
hew he andwered the question in his home at 
l£t. Vernon, 

"The Uount Vernon farmhouse stands today 
very much as Washington planned and used it. 
Washington was convinced that his farmhouse site 
could not be excelled for pleasant situation in 
the United States of his day. He says, in a 
letter to Arthur Young. 'I may without knowing 
it be biased in favor of the River on i*ilch I 
live. Ho other estate in the United States is 
more pleasantly situated than this.' 

"The Mount Vernon Farm Bouse, as everybody 
knows, has a wide front looking out across the 
Potomac River; a some^at restricted rear, look- 
ing through a vista of two rows of noble trees 
to fields dropping gently down to a wood-clad 
ravine; two wings stretching in curves on either 
end of the house into areas of out buildings, 
gardens, and barns, quietly suppressed by various 
types of enclosure. nzedtvCjOOQlc 
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"I have TiBited Mount Vernon several times for 
the'express purpose of catching the spirit of the 
place a.s a farm house site. I have never failed to 
hear in these visits, naive exclamations of delight 
from the CTovti. of visitors, iiAien looking at front, 
Tear or wings. There is no question about the 
house being a farm house. As you reflect, you see 
at the far opening of the rear vista, meadovr land 
retreating to the woods. If you look over the 
front lawn to the left a fev; hundred feet, you 
notice the com field and shocks of corn standing 
sentry, ^en you start your survey of the en- 
closures at the wings of the house, you see the 
red roofs of the unmis taScabl e farm beo'ns, and the 
outlines of a kitchen garden. The farm is around 
you, but in modest retirement. The house and its 
setting are de-occupationalized and thoroughly 
humanized, - the recognition of which fact is seen 
in the visitor's emotional dtllght." 12) 

The subject of urban rents, which should, logically, be 
treated in this chapter, has been reserved for discussion in 
a separate chapter devoted entirely to that topic. 

12) C.J. Galpin's article on "Mount Vernon," Vorld Agriculture , 
Vol. I, IJanuary. 1921). p. 65. 
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CHAPIEB IX 
URSAH KEMTS 

I. Peculiarities of urban rents. 

Importance of situation. 

Bffeot of intensity of traffic. 

Value of buildings determined by Talue of land. 

II. The differential in urban land values. 

III. Urban land income small. 

IV. Decrements in value are greater for urban than 
for agricultural land. 

V. Costs in producing urban land values - 

VI. Bent regulation. 
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CHAPBR JX. 100 

TOBAM RENTS 

Peculiar! tiea of urban lacd Income . Urban land rents follow the 
same principles that govern rents of other kinds of land, and 
they cannot tte un&erstood without an understanding of the 
general principles involved in land income* However, urban 
rents show certain peculiarities that mark them out from 
incomes derived from other sorts of land. These are due chiefly 
to the special In^ortance that. In the case of lurhan land, 
attaches to situation. 

The products of agricultural land go away into a general 
market - the situation of the farm where they are produced has 
no effect on the prices they bring, though it may of course 
affect ttie farmer's material income through Its effect on costs 
of transport and his psychic Income through the existence of 
amenities. A pleasant situation that is considered socially 
desirable and Is convenient will yield the farmier non-material 
returns to secure irtiich he is willing to pay more for the land. 

Importance of situation . These things, which are of minor 

importance in the country are all important in the residence 
land of the city. There are sections ihich natural bsauty, 
healthfulness, convenience, and especially fashion have rendered 
extremely desirable. In proportion to the demand for land in 
these sections, the supply Is sharply limited and this brings 
ahout a keen competition. The hel^t to ti*ilch this competition 
will carry rents will depend upon the number of people having 
large wealth, and their readiness to spend money for what they 
consider desirable sites for homes, desirahlllty being deter- 
mined more ty fashion than by anything else. Tashion is the 
dominating element in the value of land Uiat is used for 
residence in cities, and it partly explains the heights to 
which urban land values rise in the United States. It is hard 
for ^ European to understand liila, for though fashionahle 
sections exist In European cities, many people vha are well 
off are content £o live over their shops: a Oerman hanker, for 
example, will live over his bank, v/hat is It that makes the 
difference? Is there any country utoere ttie tyranny of fashion 
is as great as It is here? It may he that liie distinction which 
is given by birth and position In other countries, is sought by 
the socially ambitions here throu^^ expensl veness of dwelling 
places, etc. The tyranny of fashion, the love of social esteem, 
llie need to live away from one's place of business - all these 
things make rents high. 

Certain sections of the city, though possessed of amenities 
equal to those of other sections, sometimes come to be considered 
unfashionable, and if a person is hardy enough to take up his 
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residence In one of them, he finds that hie social standing 
has suffered, certain of his acquaintances will not call there. 
This liiay seem trivial, but It is not a matter of indlTidual 
aabltion Solely; society In general expects a certain standard 
of dwelling to be maintained by persons occupying positions of 
dignity; for exaiqple, a university president cannot live over a 
grocery store. 

Similar considerations will affect the height to >*loh 
rent for business sites will rise. Convenience and fashion 
both enter, and since each owner of a lot possessing these 
desirable characteristics has a monopoly of that particular lot, 
the rent he can secure from it is a monopoly price limited 
by the existence of substitutes. Like other monopoly prices 
it will rise higher with a rise in the average of well being 
and an increase in the readiness to spend money. If people 
spend money readily, they will pay appreciably more for an 
article Ihat is sold in a convenient place than for the same 
article in a slightly less convenient location: for example, 
Americans will pay a little more for an article In order to 
avoid going a block or so out of their way, idiile most Europeans 
would taie the extra steps to save the difference In price. This 
often enables people doing business in desirable locations to 
secure higher prices and also a larger number of sales, or to 
Increase still farther the number of sales by keeping the same 
price asked by competitors less desirably situated. Consequently 
these utilizers of urban land will be able to pay higher rents, 
and competition will force them to do so. 

Effect of Intensity of traffic . In land used for retail business 
Intensity of traffic is an Important consideration in deter- 
mining rent and, consequently, value. The greater the nuoober 
of possible buyers that pass 'Qie place of business, the greater 
the chance of profit; and since this Increased chance of profit 
is due to the site, the owner of that site can exact an in- 
creased share. The store on a corner, which gets the traffic 
of two streets, will pay considerably more in rent than the 
stores next It on either street. So will a store ittlch occupies 
the first floor only, pay more for it in proportion to liie ^ace 
occupied than a store ^Ich occupies two or more floors In a 
building. The quality of traffic is also Important In this 
matter; the rent depending on this as well as the Intensity of 
traffic. If the passing public la not a buying public, or if 
its buying power is small, the advantage gained from intensity 
of traffic Is lessened. Jor example. In the city of Madison, 
'aisconsln, the trjrftic on State Street, which iruna from the 
State Capitol to the University, is probably as great as that 
on the Capitol Square, but the State Street traffic is largely 
a student traffic, lAilch is not so profitable except for candy 
shops, cafeterias, novelty shope, etc. Land on State Street, 
therefore, does not bring the high rents that are paid on the 
Square. 
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There has been some difference of opinion as to l^e rela- 
tive Importance of density of traffic and of quality of traffic. 
It has been painted out that the five and ten cent stores are 
able to pay very high rents and to select Hie choicest locations 
in great cities like Boston, Hew York and Chicago though they 
appeal to the poor rather than the rich, and there is no social 
distinction to be gained by purchasing at these stores, though 
doubtless poor people take a certain satisfaction In making pur- 
chases in stores which are located on fashionable streets. 
Density of traffic seems to be the principal consideration here; 
small profits on each of a great number of transactions yield 
enoxmcus fortunes. While ttie tendency is to emphasize more 
than formerly density of traffic, observations extended to all 
sections of a great city will show that quality of traffic also 
has Its influence. To determine the desirability of sites, 
experts in merchandlalng make careflil count of the people ^o 
pass certain comers and spaces between street corners. They 
consider the number of people passing at different times of 
day and ni^t. They follow these people and see whence they 
come and whither they go in order to estimate their quality 
as purchasers. The economic quality of the purchasers must be 
estimated also in relation to the kind of business that is under 
consideration* One would not, for exaoqple, be apt to locate 
an art gallery for the sale of choice works of art at hi^ 
prices, on Third Avenue or on the Bowery in Hew YoiJ: City.l) 

In some cases a high degree of intensity of traffic will 
counterbalance a lack of fashion, or even more than counter- 
balance it; so that retail business property In a neighborhood 
idilch is not fashionable may have a higher rent thEin retail 
business property in a fashionable locality with comparatively 
little traffic. The Influence of fashion, however, can be 
seen in a very marked manner In a city like Hew York, whore 
large numbers of rich people would on no account make purchases 
In an unfashionable street. The result Is a large surplus gain 
secured by business favorably located, and competition transfers 
part of the surplus due to location to the owners of land, the 
immobile factor concerned in the enterprise. This explains the 
hi^ rente for business property In American cities, that have 
puzzled so many. Our space is vast, it is true; but other 
considerations than space govern rent. Hotice, however, that it 
is said that "part of the surplus" is transferred to the land 
owner. 

The land owner doee secure only a part of it becauee 
business conducted in these expensive locations requires higher 
merchandising and entrepreneurial ability than are required in 

1) Of. Richard M. Kurd, Pr inciples of City Land Values . , (Hew 
York, 1903), -a. 95. ~ 
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snteTprlses In poor locations, and the personal gains of the 
men poesessing these at>ilitle8 must be larger. A personal 
surplus exists, and takes part of the surplus gain due to 
situation. Sometimes the entrepreneur has the advantage in 
bargaining for this surplus, and the part that goes to 'business 
manageioent as personal surplus is greater than the share that 
goes to the ornier of the land. Ihe Aare of the suiplus that 
goes to the land owner is still farther reduced by taxation, 
i^lch increases as the value of the property Increases. 

Value of buildings determined by value of land . Jlnother peculiarity 
of urban land price and urban rent is that the quality of the 
land must determine the quality of the buildings erected on it. 
and not vice versa . Land must be high in price in order to make 
profitable the ereotion upon it of sky-scrapers and residential 
"palaces." Ihose who reverse Ihe process and try to give high 
value to cheap land by putting very expensive structures on it 
come to grief. Examples of this are found in many of our 
cities and perhaps especially l^ose which have large numbers of 
people of European birth and education in their population. 
Not realizing tiie in^ortance that attaches to situation in this 
country, theee people sometimes erect fairly costly dwellings on 
cheap land unfavorably situated: but such mistakes are also made 
by .AjDericans whose ancestors have been in this country for 
generations. Qiese buildings do not give value to the land, 
but Uie low value of the iMid takes away part of ttie value 
of the building; if the property is sold or rented the owners 
must take a loss. 

On the other hand, tlie modern improvements in building- 
make it possible to secure the potential hl^ land values. 
Skyscrapers properly located enable the landowners to extract 
the potential values from ttie land as they could not do if the 
land were used for a less valuable building. There are limits, 
however, beyond lAiioh the Intensity of use cannct be pushed 
profitably in any particular case. The height rtilch a building 
may be given without losing money on it has been worked out. 
* To illustrate: a certain number of stories makes an elevator 
necessary: then a certain added helj^t is required to cover the 
overhead cost of the elevator, and so on. At a certain height 
the point at which net returns are possible is passed. 

Improved facilities for transportation concentrate traffic 
and increase tbe possibilities for utilization of particular 
pieces of land in Important centers like Wall Street in Hew 
York City and the land surrounding It at Broadway and Broad 
Street. Here steel skeleton buildings, express elevators, etc., 
make possible a very intensivs use of the land witli profit to 
the owner. However if the services rendered by a particular 
area should increase more rapidly tiian the number of persons 
desiring these services, rent would fall. This has not been 
the case with respect to liie choicest locations in Hew York City 
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and cailoago, \>\xt it may well happen that rents outside of theee 
extremely choice locations will fall as a result, of this oonoen- 
tration of uees at important centers. JjnpxoTed modern struc- 
tures draw land utilizers to the centers for business and for 
residence, and the intermediate sections, hetween the hest hu- 
siness and hest residential sections, often show a fall in 
latad values. Of such a fall we have illustrations in both 
Chicago and Hew York. 

Differential in urban rents . In urban rents, as in agricultural 
rents, there is a differential. Sach particular piece of land 
is a monopoly so far as that particular piece is concerned, the 
monopoly resting on ownership. The monopoly value is limited by 
the possibilities of substitution. Te can measure values here 
as else^ere from nothing up to the value of this particular 
piece of land, but, as has been pointed out in the chapter on 
land income, there is no principle involved here which differs 
from the general laws of value. The general laws of value 
apply here as elsewhere. 

The economic significance attaching to any particular 
piece of land will depend on its special peculiarities. This 
apparently obvious statement seems like eaying that a ' a; but 
observation shows that, in its in^lications, the importance 
of this fact la not readily perceived by the ordinary buyer of 
city land, and in consequence there are widespread miscalcula- 
tions in regard to land values liiat are often socially in- 
jurious. If a building site has something distinctive, - for 
example, a unique view - this separates it out from other com- 
peting sites that are regarded as substitutes: and the land 
which pcesesses this advantage may rise in value although the 
substitute-sites do not rise in value; or if all are rising, 
its rate of increase in value ne^ be at a higher rate than 
that.iof competing sites. 

An illustration may be seen in a building site that 
terminates a street, so that Ihe occupants of a house built 
upon it look down the street instead of looking across it. 
This peculiarity distinguishes the lot from the others that 
face each other on either side of the street; and it may possibly 
appeal eufficiently to a purchaser to induce him to pay more 
for it than for sites without this special advantage. Another 
illustration of the principle was found in an addition made to 
one of l^e smaller Saetern cities, which contained possibly five 
hundred lots on a level stretch of land, all very attractive 
bxrt all very much alike. The prospects of any considerable 
increase in value for one of these lots is very poor in normal 
times, for the very reason that, since they are so nearly alike, 
the only thing that will raiae the value of any one is some 
general movement that will raise all of the five hundred. lOiere 
a few dwellings face on a beautiful body of water, the sites , 
they occupy may be much higher in value than those of other^^lC 
dwellings in the same locality, although they have that one 
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peculiarity only. if. liowever, sites on beautiful lakss and 
Btreans are extremely plentiful in proportion to population, 
the person who purchases one with the expectation of being able 
to sell at a specially high price Is likely to be disappointed. 

A ^ery shrewd Judge of real estate values in one of our 
great Anerlcan cities has said that one should never buy a piece 
of property because it is cheap: for Ihere is scarcely any limit 
to dieap land, and in considering cheapness first one gets at 
values from a wrong point of view. One should ask rather, . 
"laiat is It that makes this particular piece of land especially 
and peculiarly desirable so that it will have its own appeal to 
a potential purchaser?" TOien careful consideration shows that 
the land has some dlstinotive quality which is socially esteened, 
one nay then safely think about Hie price. It will readily 
be perceived that ttiis Is siuqjly a practical application of the 
gmieral principle which we have already considered. 

But as the "socially desirable" dianges somewhat, corres- 
ponding changes In value will occur. A generation ago the 
natural beauty of home sites was less appreciated than it is at 
present, and consequently it did not command the price that it 
does today vhen we may lay it down as a general principle that 
exceptional natural beauty in sites accessible to people of 
wealth and refinement is apt to be reflected In high lend values, 
natural beauty of site and fashion are more and more apt to 
coincide: however, if they do not coincide, fashion will have 
greater power tban natural beauty in determining values. 

Trnnsport^ and the extension of cities are iiqiortant factors 
in these changes In ttie value of land lAilch has desirable 
qualities, and make caution in land purtliase very necessary. 
The possibilities of widening the range of what is considered 
socially desirable that are offered by the cheap automobile and 
aviation are great, and the effect on land values is hard to 
for*tell. City planning is a difficult problem, but one of -Bie 
mbst valuabls results that it strives to accomplish is the 
stabilizing of land -ralues in order to promote the public wel- 
fare. It is dssiiable Hiat people should own their homes, and 
that they should not lose through doing so- NcQiing gives 
stability to values more than pity planning. Lack of planning 
often causes loss, as for exanple, when a garage Is put up in 
a residence neighborhood. City planning allows zoning for uses, 
and thus achieves the best social results. 2) 

2) The new work of Prank B. millams. Law of City Planning and 
Zoning . (Uaomlllan, 1922) is important for all students of 
land economics. \re have to proceed from city planning to 
rural planning and the work is important for those rtiose 
interest is in rural planning as well as for those^interested 
in city planning. l^jOOglC 
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We have teen speaking of land values , tut land values are 
reflected in selling price and in rents, and what applies to 
value applies also to rents. The selling value is simply a 
multiple - larger or smaller - of the rental value. If you have 
one you can get the other. 

Drban land Income small . When we tegin to study urban rents 
concretely we are struck by this: Uiat tiie net increase is 
very slow and that the returns on the Irivestment are small. 
The percentage of return on the investment in urban land is. It 
is believed, not greater than the returns on agricultural land. 
The Secretary of the Parm Mortgage Bankers' Association in a 
recent article 3) stated that the return on agricultural land 
averaged, for over half a century, about three and one-half per 
cent. This figure is based, not on any special investigation, 
but on years of practical experience: and the impression gained 
through experience by. a man in that position can not be far 
wrong. It is much to be doubted whether urban land, even well 
situated urban land, will yield four per cent on Ihe investment. 
That is the figure which Br. O.B.L. Arner, in his recent in- 
vestigation of Values of vacant land in Hew York City, 4) took 
as a basis for,-. deciding whether a man who bought land in Hew 
York Citjr forty years ago would have done bett:;r if he had put 
his money in a savings bank and had allowed it to accumulate 
during the period since 1680. He found that the increase in 
land value does not represent a return of four per cent, and 
»tiat is true of Hew York City is true of other places also. In 
many cases unioftiroved land will not sell today for as much as 
it would have brought in 1914. 

¥e need to go farther and to study returns not only on 
vacant lands, but CLlso on improved real estate, and to bring the 
two together. A man contemolating an investmont usually con- 
siders the oo3t of the land and the cost of the buildings. Add- 
ing liiem together to find the cost of Ui*^ total investment, he 
asks himself vhether he can hope for a ret-im on this total. 
If his estirmte of the return on this is h: giier than the return 
he could get elsewhere, he considers it a g^od investment. Or 
he may figure out ttie matter in another way. Ee may say to. 
himself that the building will depreciate by a certain amount 
each year, but if he expects the land to appreciate in value 
sufficiently to compensate for this, he will still connider the 
investment a good one. But in either case he must, in order to 
reach satisfactory results, take into consideration both the 
land and the buildings. 

3) E.D- Chassell, "Prosperity Coming to the Aaierloc.n Panaer," in 
Chicago Journal of Jo umerce . February 27, 1922. i ^ 

4) See appendix for an account of Dr. Arner's investigatioi^L^ 
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Te have had no investigatloti ot this kind; but as a Uy- 
produot of an investigation of the retail clothing businaes, 
some valuable facts concerning the income from Inproved urban 
land have been brought out. The investigation of 1ii« rents 
paid by clottiing stores brou^t out the following:- 

l) "The average yearly rent expenditure per 
tlOO of total net sales decreased between 1914 
and 1919. 2) The larger the store, the smller 
the rent expenditure per $100 of total net 
sales. This is true for each of the years 1919, 
19IS, and 1914, both for a varying number of 
stores end for the sane stores. 3) Stores in 
large cities pay more rent per }100 of total net 
sales than stores in email cities. This is not 
only true for Stores of all sizes, but for stores 
of the same size. 4) The difference in amount of 
rent per $100 of total net sales between stores 
of different else is markedly greater in large 
than In small cities. ■■ ^i 

"Sae relation of average yearly ejcpendltures 
for rent to total expenses may be briefly suimarized 
as follows: 1) Bent expenditure per tlOO of total 
exiense decreased between 1914 and 1919. This is 
true for stores of all sizes and for stores In all 
of the geographical divisions. 2) Ths larger the 
store, Ihe smaller tt»e rent expenditure per JlOO 
of total expense. 3) Rent expendlturee per JlOO 
of total expense are higher in the Sast and Vest 
than In other geographical divisions." °l 

"The relation of average yearly expenditures 
for rent to floor space may be summarized as follows: 
1) The amounts of rent per 100 square feet of floor 
space Increase with the size of the city in which 
stores are located. 2) The difference in rental 
per 100 square feet of floor space between stores 
in small and in large cities is more marked for 
stores not on corners than for those located on 
corners. 3) Stores occupying first floor only pay 
more rent per 100 square feet of floor space 
than stores occupying first and additional floors. 
This is true for both small and large cities. 
4) Rents tend to decrease as the age of the build- 
ings Increases, the margin of difference is/, ,, 
relativ ely greater in large than In small cities.'' 

5) Costs ■ Kerchandis inf Practipge . Advertising and Sales in the 
Ratail Bletrlbution oTZlotfalng . by Bureau of Buslness"He- 
search, Northweetem Oniversity, School of Commerce {6 vols.. 
Hew York, 1921), vol. II, pp. 12S -6. ^^ Pooolp 

6 jbld.. Vol. II, p. ISl. nzedb,»^OOglL 

1) Tbld. . II, 136 -7. 
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the Talue of ifaToriUiXe position is oovelfed in the flrBt 
volume of this study, in which it is shown, Baong otHer thinga. 
that stores on corners sell approximately J400 more per 100 
square feet of floor space than do stores not on comers. S) 

_ AS suggested here, the age of a huilding has a gf eater 
effect in reducing the income from the property in large cities 
like Hew York and Chicago than it has in smaller places. TliiS 
is true not only of business property, hut also of other property, 
notably apartaent houses. The .latter show big returns for the 
first few years and then go out of style, and on this account 
no longer please the women who are choosing dwelling places, - 
for it is the woman of the family who usually deci dee the choice 
of a heme. The building is often sold, at a price representing 
the cigitalization of the hi^ rents that can be obtained 
during the first years of the life of the building, to some 
unwary investor like a widow or a retired preacher, who soon 
finds that the rapid deterioration in value due to lack of 
fashion takes away part of the expected income . 

On the other hand the conjunctural element also enters; 
and this is larger in urban land than in agricultural land. 
Bien building .'costs went up, thoee who had already built upon 
their land were able to get a larger return for their land and 
buildings than they could have reasonably expected, amllarly. 
when costs go down, those ifb.o have built during the period of 
high prices may lose on their Inveetment. 

icrements in value greater for urban than for agricultural land . 
WB may also say this concerning urban rents: the losses that 
occur are relatively greater for urban land than for well 
located agricultural land. There have been eome losses in 
agricultural land in Iowa recently, and in Kansas and elseiftiere; 
but these are due largely to wild speculation that resulted 
from the high prices of agricultural products during the w*ir 
period. But where people did not lose their good sense and e 
esod judgment and did not rush into speculation, there has not 
been a very great decline in value. The losses have probably 
not been so great as in urban land where there has been none 
of this craze for speculation. In a certain rapidly growing 
city, with an increasing population furnishing a steady demand 
for land, land favorabl? located is selling to-day for less 
than it would have brousjit in 1914 '(without taking the ,•: 
depreciation of money into consideration); artd,„the loss has 
been very heavy in Individual cases. Vhen the depreciation of 
money is taken into consideration these losses are still heavier, 
but on the other hand it is quite possible that as money 
appreciates again the land values will not fall correspondingly. 

8) Costs . Merchandlelng Practices , etc. (Work cited in footnote 

TTTfoi. i, p. 42. 



d by Google 



109 

the principle that lessee in urban leoid are greater than in 
agricultural land is confirmed by the experience of thosa who 
fieelc loans on land as security. Fajcm land loans »xe considered 
▼eiy choice, but people hesitate about lending money on un- 
lj5>roved urban land, and as a general rule banks are indisposed 
to lend on land unless it is inproved and is yielding a regular 
income. Ihil* ordinary losses are greater in proportion in 
ulrban land, there aire also in cities decrenents in value that 
are enormous, with i*ich no losses in value in agricultural land 
can compal'e - decrements that take place in great zones, idiere 
the movement lowering values covers large areas of the clty« 
One might say that these losses are duplicated by ttie fall in 
values in great zones of agricultural land in Bew England, and a 
certain analogy does exist there. As has already been stated, 
these fluctuations in value can be lessened by planning. This 
is more effective In lessening the changes in rent and value 
of iirban land than It Is In maintaining stability of agricultural 
land values; but there also zoning and planning can be helpful. 

It may be then taken as a general conclusion that, by and 
large, returns on land are both slow and small; that the return 
on urban land is probably less than that on agricultural land - 
oertainly it is not greater; and that Ihe losses in urban land 
are greater, yie find a curious illustration of the psychological 
effect of a predisposition of the mind, in the absence of any 
statistics shewing decrements in land values. Bven scholars 
see things which they are predisposed to see and overlook other 
things. 'With the Ricardiaa theory in mind ttiey have collected 
data showing the increments in land values but none showing the 
decrements, though, as a matter of fact the latter are perfectly 
consistent with Hi cardo'e theory. 

Costs in producing urt>an land value s. Another thing that nust be 
considered is the enormous costs involved in producing tliese 
urban land values. These costs are of a great variety and tiiey 
may be divided Into two classes: individual costs and social 
costs; that is, costs borne by individuals and costs borne 
by society. These axe actual costs, borne by someone; but not 
^1 of t^em are necessary. Some of them mi^t be avoided. So 
we can make another olassifloation into itoich all costs, 
individual and social, will fall: avoidable costs and necessary 
coats. Or, if we have already made the grouping into Individual 
and social' costs, each of these may be subdivided into 
avoidable costs and necessary costs. 

Among these costs -we may consider, first, Interest. This is 
an Individual cost without question. Ttoen we consider social 
costs, should we include Interest there also? It should be 
considered so to a certain extent. If a city is borrowing 
money for the improvements that it Is making and paying interest 
on the money, this interest will have to be considered. a social 

"O"*' __ jnzedt, Google 
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l&ny of th* costs come under Qie beading* ripening coBta, 
wildi hav« already 'been considered In Chapter HI. ^e have 
certain actual ripening costs; some of these can be avoided 
but some are neoassary costs that cannot be evaded. They have 
to be borne by someone. Some of the land is not ready for uee; 
a waiting process Is necessary: and It is difficult to see how the 
costs that attend this waiting process could be avoided. They 
must be borne either by the individual or society. 

Of course it is possible to change the whole poliey of 
land taxation and to change llie character of ripening costs. We 
might have the kind of taxation that is found in Bavaria, 
Oermany. by which land inside the dty -tliat has not been built 
upon is taxed as agricultural land but is subject to an incre- 
ment tax when it ie put to urban use. This tends to make a 
city move forward in a solid block. 

An example of this is found in the city of Munich. In 
1913 there were certain farms located within the city of Bunich 
that were taxed as agricultural land. If this land were needed 
for building purposes, the first thing that would happen would 
be the removal of the land from the class, agricultural land , and 
tha putting of it into the class, urban land : and if there is an 
increment in value, the owner may have to pay an increment tax. 
Saturally the owner would hesitate before changing the land to 
urban use, and »4ien the change is made he might build a whole 
row of houses at once in order to carry this increased cost. 
In that way the city moves outward more solidly, and there is 
not the scattered building that is seen in Auerlcan cities. 

In the case of ICunlch the individual owner is not paying 
the ripening costs, since the land is taxed only as agricultural 
land while it is ripening. In this country, however, the 
ripening cost is usually borne individually through heavy taxes 
on value, special assessments, and Interest charges on the 
investment. Sometimes, and not infreo.uently, the special 
assessments more than offset the Increase in value. It was 
said at the last meeting of the Ohio Tax Association (January. 
1922} that the special assessments were In some cases almost 
confiscating the value of farms. 

Special assessments are an Individual cost, but they also 
represent a social cost - the land, labor and capital expended 
upon the Improvements for which the special assessments were 
made. Other social costs In the production of urban land 
values are In the re-shaping of the land and in the building of 
transportation systems such as subways, the cost of which is 
enormous. Advertising has also become a cost In the development 

of OiUeS. :)gitizedby(^OC 



d by Google 



Anotiwr thing that i« fouml in the study of urban rants is 
that the Ismd ovnerB are conQsarattTely dsf enealevs ■ They have 
not studied the prohlein and frequently they fall to see the 
significance of taxes and* special assessinents. They arc not 
organized as well as other interests are. The land is there, 
easy to seei and it is easy to start agitation against laiid- 
oimers by singling out those who are wealthy, as for example, 
*Je Astors. These wealthy land owners are few in nuniber and 
tneir holdings are in the aggregate relatively small; the poor 
people, who own most of the land, are the sufferers. They 
cannot hide the land as stacks and bonds can be hidden, and 
they havg no strong organization to oppose excessive taxation, 
such as the public utilities and the merchants have. 

One might aisk what are the social consequences of this. 
Ihey are bad when land values fall because of excessive taxation- 
There is constant agitation against High land values - not 
speculative values but values that are sound and substantial and 
which people are willing to pay. It would be difficult to find 
a place in -rtiich prosperity has been brou^t about by a decline 
in city or country land values. Sound land values mean real 
value, just as high pri ce for a horse means real value liien 
horses are scarce and their value is high- If horses of the 
kind that sell for five hundred dollars become more abundant in 
proportion to the deinand, the value will go down. In the sasie 
way the supply of urban lots ml^t be increaeed and value 
mi^t go down. Value means power to satisfy wants, vdiether 
this power is in a horse or in a piece of urban land. 

Bent Tbftulatlon . The shortage of homes in cities in the years 
since tue end of the World far has led to the passing of a 
number of laws for the purpose of relieving the situation, and 
among these are tiie laws regulating the amount of rent that can 
be demanded by a landlord. The most notable of these in the 
United States are the laws of Hew York State and of th,e IH strict 
of Columbia, but laws regulating the amounts of urban rents have 
been passed also in Maine and Wisconsin, though in the latter 
case Hie act was so worded that it applied only to Itilwaukee 
and its suburbs and it has been declared unconstitutional on that 
account. 

These laws have been passed as emergency measures of a 
temporary character, and they are based on ttie police power 
of the state. In an early case nnder the law in the Hew Yoi* 
Courts, Judge Ilnch declared in his decision, "Protection of 
homed and housing is certainly within the police power of the 
State, inrovlded a public oneigency exists which threatens the 
same." In the Hew Tork Court of i^peale, March 8. 1921, Justice 
Pound said in his decision, "'ttiat is taken is the right to use 
one's property oppressively and it is the destruction of that 
right that is contemplated and not the transfer thereof to the 
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public use. the taking is, therefore, analogous to the abatajnmt 
or a nuisance or to the estaljllBtanient of building restrictions, 
and it IB within the police power." The United States Supreme 
Court decialone of April 18, 1921, upheld the rent regulation 
laws of both Hew York and the District of Columbia. In dis- 
cussing ttie Utter the decision declared that all elements 
Justifying public control were present and that the only 
question in-rolved was whether the law went too far and passed 
over from the field of police power to that in irtilch eminent 

^i° ""** ** applied. It held that ttie law had not done so, 
and that it was constitutional, though no opinion on the wledo» 
of the law was expressed. 

The Wisconsin law is interesting in that it puts the 
regulation of rents Into the hands of the State Railroad 
Comnisslon, thus treating land and housing as a public utility. 
This is probably the point of Tlew that will be reached ulti- 
mately. Land is a public utility and its use will have to be 
regulated, as are those of other public utilities, under the 
police power of the State. 

It is very doubtful, however, whether the present rent 
regulation laws, though perfectly constitutlbnal (since the 
Wisconsin law was declared unconstitutional only because of its 
unequal application), 9) will relieve the situation that they 
were intended to remedy. If they are so applied that landlords 
are allowed returns which are not equal to the ordinary returns 
on other investments, further Investment in urban housing will 
be diminished, and the situation will be aggravated rather than 
relieved. 

One great difficulty Is due to the lack of Information on 
the subject. Much more investigation of the costs borne by 
owners of urban land and buildings is needed before regulation 
can bo made on eafe and sane principles, ^hlle lliere are 
undoubtedly cases idiere rents are excessive and extortionate, 
investigation would reveal the fact that many cases thous^t 
to be of this character are not so. 

An example of sensible action on the part of landlords 
is found in the notice sent to tenants by one owner, raising 
the rents and explaining Uie reasons therefor. The Increased 
costs were itemized - taxes. Interest rates, coal prices, etc. 
It was demonstrated that allowing five per cent return on the 

') Sis northwestern Reporter of August 19, 1921, summarises the 
principles involved in the Wisconsin decision; 1) equal pro- 
tection of the laws prevents dlscrininatlon between persons of 
the same class; 2) equal protection of the laws prevents 
classification not based on reasonable differences of 
conditions; 3) the Wieconsln statute, applying only to counties 
having 250,000 or over is not based on a reasonable classi- 
fication. 
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inveslaaent, an increaBed rant of twenty cents per weelc per room 
was necessary to cover the costs, "but ttie additional rent asked 
was fifteen cents per room per week.^O) The opening of the 
landlords* accounts to the tenants' inspection will often remove 
all causes for controversy; for what appears to be a heavy in- 
crease in rent is in many cases only enough to cover increased 
costs and to allow the landlord a fair return. 

It must be rememberod also that during iiie earlier years 
of the war, w4ien prices were soaring, landlords were not getting 
these increased rents, though their costs for labor, for repair 
work, for services of all kinds, as well as taxes, v;ere going 
up rapidly. 11 J a return now that is a little above the 
normally low return on real estate may in many cases be far 
from balancing the extremely low returns or deficits of only a 
few years ago. 

The only way to solve the rent problem is to increase the 
number of buildings available for dwellings. If the rent 
laws do not accomplish this purpose, they are failures. An 
article by -ff.B. Hannestad in the Kati onal Municipal Review 
for Novaober, 1920, suma up the matter well: - 

"TShatever may be the virtues of this species 
of legislation, its decided tendency is to linit 
rather, than increase the number of available rent 
properties, to stifle rather than encourage the 
building industry for rent purposes. The scarcity 
of housing accommodations is more likely to be in- 
tensified by laws of this type, as it encourages 
property owners to sell at exorbitant prices (the 
prohibiting of vtoich has not even been suggested) 
rather than to rent at a low rate of profit. The 
average man can better afford to pay excessive 
rents than he can afford to purchase his own home 
on an inflated real estate market. The only real 
solution for the rent problem is to make available 
for imraediate occupancy a larger number of dwelling 
places." 

10) Literary Digest . September 17, 1921. 

11) See chart on following page. 
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TAIEH KEBTS JSSS PUBLIC PTILIIY lATO REllTS . 

Hrbwj imter rente . Irery one is familiar with the water rente 
in cities, which are simply payments for Ihe 1>eneficial use of 
water. The l)usiness of supplying a city with water Is a natural 
monopoly; that is demonstrated theoretically in works dealing 
with monopoly as well as in general economic treatises. 1) Some- 
times the water is furnished by private companies which are 
subject to regulation, but the prevailing tendency is to make 
the supplying of a city with water a public function. 

Wien a monopoly is a public one or is regulated, the 
prices charged can follow various principles. If the aim is 
""^" " m revenue, the charge jlll be that at which the profit 
per unit consumed multiplied by the number of units consumed 
is a maximum. By lowering Uie price the number of consumers 
and Vae amount consumed will both be increased; by raising 
the price, both will be decreased. The problem is to stop at 
that point in lowering price wbere the total net return is the 
greatest. 

Since water is a necessity, and because private and 
individual water supply becomes lees feasible as cities grow 
and the need for sanitation arises, a monopoly price for water 
could be a very high price and still yield large returns. TSiile 
there are few, if any, American cities without some regulation 
of water rents, the prices charged by publicly owned plants seem 
to be lower than those asked by private companies, though data 
on which to make comparisons are lacking, and apparent differ- 
ences may be due largely to methods of bookkeeping and to the 
fact that the part of the cost of the public plant that is 
covered by taxes is overlooked. Oenerally speaking, however, 
water works are well managed when publicly owned, and their 
rates are low. On the other hand, ttie expense of water plants 
to meet the demands of the modern city is enormous, and In a 
city like Hew York or Boston prices would have to be very high 
to yield any net profit if the plant were privately owned and 
operated. 

A municipally owned plant may operate on any one of five 
principles: (i) the monopoly principle, like that governing an 
unregulated private plant, (2) the OTlndple of cosg>etitlve gain, 
13) the cost principle, (4) the principle of deficit financier- 
ing, (5) the gratuity principle. 

1) See the author's Honopolies and Trusts , especially chapters 
1 and II, and his Outlines of~ Sconomlca , Ird Edition, Book II, 
Chap. XII; also other modern economic treatises. 
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tha financiering principle to tie adapted irlll depend upon 
a irmltitude of factors and must be determined separately for con- 
crete cases according to the conditions that exist. There nay 
he circumstances that would dictate the monopoly principle, but 
only dire financial neea with restricted opportunity for raising 
money for puhlic expenditures would justify the use of ttie mono- 
poly principle in the case of the water supply, for the perfect- 
ly oh'vious reason that a large and aUindant use of water is dic- 
tated by sanitary and health considerations. 

On the other band, ttie suggestion that water should be 
furnidied on the gratuity principle, or without dtarge. can 
not be accepted, because it would in-rolTe enormous waste and 
would put a heavy burden on the taxpayers, among vtiom the cost 
of supplying water to consumers could not be distributed accord- 
ing to any principle of benefit or merit or ablUty. Economists, 
therefore, do not In general faTor the gratuity principle for 
water service. 

Sractically all experts are now agreed on the desirability 
of the use of water meters, with cbarges proportioned to amounts 
consnmed, as a means of preventing waste. At the same time 
considerations of health and sanitation make it desirable that 
the charge made should be a low one. Probably, on the irtiole, " 
the cost principle, which means a charge sufficient to cover 
Cost but not to yield a surplus, is the one to be adopted In 
progressive modern cities. 

Concrete circumstances may be audi, however, as to mal^e 
some variation from the cost principle, in tbe direction 
either of higher or of lower charges, preferable to a rigid 
adherence to the cost principle. If the cost of the plant has 
been enormous, as in New York City, a charge lAlch would cover 
interest on the plant and also operating expenses, might be so 
high as to prevent a sufficient use of water and, indeed, might 
place the city making such barges at a disadvantage as compared 
with other cosipeting cities. On the other hand, when the need 
ot public revenues Is great, as It is in all modern cities. It 
may be that a moderate net revenue from the operation of the 
municipally owned water plant can be raised without leading 
to an injuriously snail consumption of water, provided the con- 
struction of the plant has been of sucii a nature as not to 
Involve relatively high cost. There will be many more cases 
liken such charges may be recommended as will yield a surplus 
provided interest on Hie cost of construction is not charged; 
and it will be desirable in a great many cases to disregard the 
original cost of construction after It has been paid for. 

"ttiat we call class price is also often employed in fixing 
charges to water users. This means variation according to the 
amounts used. ?or example, when water is employed for power. 
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a charge nay not bo relatively ao great as -Bhen employed for 
oomeBtlc purpOBee. Alec a low charge nay be made ■wheii water is 
used in large quantities for irrigation; and this is to be 
reoonmended, provided the fdty water supply is adequate. This, 
however, will happen only in rare cases, as for exasiple, in 
Lbs Angeles, California. There are also in use various 
devices which make the cbarge for poorer consumers relatively 
Small. The following is a statement of general principles liiich 
it is well to keep in mind in fixing (Aiarges for services 
rendered ly public properly. 

ia proportion aa a service or commodity tends to the 
uptmllding of character and personality , we ehould , Bo~?ar 
as fiscal conditio ns peiml t, gradually move in the direction 
Si. S% principl e of gratuitous service . if STe service or 
commoditY itself is widely consumed and is as desirable as any 
vendible connodities ^hich would probably be purchased from 
possible revenues yielded by charges for the service, par- 
ticularly if large consumption is desirable and waste in 
consumption does not become excessive, the principle oT " 
gratuitous service may be recommended . 2T^ 

o£ taxation on urban water rents. It has 

above, however, that with the great need of 
public revenues It is well to consider Ihe desirabiUty of 
such charges for public services like those under consideration, 
as will yield a revenue for general public purposes. The 
revenue principles must vary with conditions of time and place, 
and Ibose principles ^ich were sound when the public functions 
were comparatively few and public expenditures comparatively 
small will not hold at the present time. It will be well in 
this connection to recall certain developments in taxation as 
■Biey relate to direct and indirect taxation. 

In mediaeval times, and Indeed, until well on into tha 
seventeenth and eighteenth centuries, princes and many other 
powerful persons were free from direct taxes. In the seven- 
teenth century Prussian rulers considered the payment of taxes 
as not seemly for persons of hi^ rank. One of the rulers 
said in effect, 'Tould you expect me to pay taxes like a common 
manV As a means of reaching the favored tax-exempt classes 
indirect taxes were introduced much earlier than this in Basel, 
Switzerland, and elsevAiare. They were a democratic measure, 
and the favored classes complained that they could not escape 
theee taxes which were part and parcel of prices paid for food, 
clothing, etc. 

In the period of the Frendi Revolution special privileges 
of tax-exeprotl on were removed in Prance and were lessened 

BJ^Ter fUftasri-atftbUssion of this rule for determining charges 
for services rendered by public property see the author's 
work on Property and Contract iji their Relation to the 
Distribution of Wealth . Vol. II. Pt. I, Chapter XXI. 
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• lseiiieT«, although tax-sxemptlon for reigning princes and the 
mediatized soTerelgn faaiilies of Oenuany prevailed until the 
Torld Vb,1. Baring this period direct taxes seemed to he looked 
upon as democratic, hecause tbey -were laid at once upon property 
and income, and the theory «as developed that indirect taxes 
vere a hurden upon the poor man , making him pev toll upon his 
food and clothing. For a considerable period the democratic 
view favored direct taxes and looked with disfavor upon indirect 
taxes. 

However, a change came with Uie development of public 
functions and large expenditures, and perhaps ttiis diange In 
point of view and in practice was most noticeable in Switzerland. 
The progressives came to see that if many public activities in 
the way of health, education, leJoor amelioration, etc. were not 
to be restricted, a broader basis of taxation must be found. As 
government does many things for ua, educating our children, 
taking care of our health, providing recreation, etc., Uie man 
rtio does not contribute hl» share of taxes is as much a pauper 
as the man ^o does not pay for his food. It really becomes an 
inault to the nsrking man to suggest that he should not pay 
taxes. 

Uoreover, the evils of direot taxes increase very greatly 
with the rate, iftiHe, on the other hand, it is coming to be seen 
that Indirect taxes may be devised i^lcfa are comparatively easy 
to be borne, especially as with time they are shifted about so 
that we adjust ourselves to them. Certainly there is at least 
a measure of truth in the view that indirect taxes in the process 
of shifting come to rest in considerable part upon monopoly 
gains. Also it is absurd to say that there is no margin of 
income for the psv^ment of taxes by the great mass of people. 
One has only to watch expenditures for the "movies" and all 
sorts of purposes Kiich are not necessities to be convinced 
that there is such a margin, tinder these circumstances it is 
well to review the position taken with respect to possible 
revenues to be derived from public services. It is impossible 
to go into the theory of taxation now and here, but these 
suggestions are thrown out for consideration. 

Irrigation water rents, in the case of regulated irrigation works 
as distinguished from municipal water plants, we find some 
peculiarities in the returns which water may or should yield. 
Iheoretlcally, when water is a necessity for crop production, 
those who control the water could absorb all of the value of 
the land on vhlch the water is employed. If the water is limited 
and land is abundant, as i-i pretty generally the case In the 
arid regions of the United States, it is theoretically possible 
to impute all annual values, over and above production costs, to 
water, tg a matter of fact, however, the strategic posiUon of 
the land owner is frequently stronger thso that of the supplier 
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of the water. Thia Is due to the fact that the conatrucUon 
of irrigation works (in<au(Jing fiitohea} is rery costly and is 
generally done with considerable enounta of borrowed capital on 
wiioh th.e owner of the Irrigation plant mist pay interest at 
regular intervals. There have been cases in irtiieh landowners 
have been able to bankrupt the water companies simply by holding 
back and deferring the use of the water famished by the 
companies. The prtoes for agricultural products that the land 
owners can secure in competitive markets also limit the amount 
that the water companies can charge for the use of ttie water, 
because they limit the land owners' ability to pay. Tliile 
irrigation companies are sometimes able to secure large gains on 
account of their strategic monopolistic position, this is 
not usually the case: in fact, irrigation projects have not 
generally been profitable undertakings. 

The water charges are almost alwaya under public reg- 
ulation, or, if in some rare cases they are not, they should 
be. The experience of our own country and the experience of 
the world at large suggest that, on account of the peculiarities 
of llie case and the difficulties *ich may arlae between land 
owner and ratter owner when they are separate legal peraons, the 
irrigation works ahould either be owned by the landowners or be 
a public undertaking operated practically at cost. On the whole, 
the best arrangement exists liien the ownership of both land and 
water are united in the person of tlie farmer. The modern 
practice is, very largely, such as to bring this about ultimately. 
Private companies often use a system in selling water that 
enables the farmers who buy Itoe land to acquire finally the 
irrigation works. In this case land rente will follow the 
(jeneral principles itoich obtain in the case of land In the 
aumid sections, if there is then a surplus above costs, it 
will be land Income. 

There are other cases of water supp?.y that alao recjulre 
special treatment. Those who own the banks of streams in 
an arid district, or own water holes that are the only sources 
fron which water can be obtained over large stretches of country, 
may absorb all land values and all rents of land In the di strict, 
even If they do not own the land, by monopolistic prices charged 
for water. In CEises of this kind public regulation Is necessary, 
and frequently public ownership Is necessary, to prevent the 
owner of one factor from absorbing all the values. The general 
aim must be again to unite land and water in ownership and to 
follow the general principles Thich are applied in approved 
land policies. 

It has been suggested that the use of water should be 
sold at auction In the arid regions, because it is held that 
thoae rtio are able to pay the highest price would make the beat 
use of the water. This suggestion has not found any widespread 
acceptance. It would be unfortunate to have water shifted and 
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to ruin the Investment in established farms. The principle of 
stability is of great importance. A certain amount of shifting, 
or diverting water from one area to another, may lie desirahle, 
and Ihis is done at times and Is done with advantage. A farmer 
TOy find a tract of land which Is more fertile than the one to 
which he has been applying the water, and he may he able to 
divert the water from one tract to another without injuring 
anyone. This shifting, however, should be done only with the 
approval of some public commission, because so many interests 
are likely to be involved. 

^^'■tc umitY land rents . The case of land used for public 

utilities, such as railways, trolley lines, gas works, etc.. is 
one that shows certain peculiarities. The charges made for 
the services in these cases are regulated and are governed by 
principles similar to those already laid down. It is difficult 
to discover any general principle governing the rent of land 
in Butfc cases. The principle generally adopted by public 
regulating bodies is to allow a competitive return on all of 
the capital invested, including the land, the total investment 
being regarded as a *ole. This, however, applies only to 
the land used for the purpose of the public utility; if the 
company owns land that has rio connection with Its business aB 
a public utility, the general principles of land rent would 
apply. The principle of public utility charges is sometimes 
stated in this way: The charges are to be such as to allow a 
return that will secure the necessary supply of land, capital, 
l^or, and enterprise. In a growing country this must be 
enough to secure capital and the other productive elements in 
quantities sufficient to nake possible desirable extensions of 
the service of the public utility. It would require a very 
long treatment to discuss exhaustively the nature of the charges 
for public utilities; this Is a distinct branch of economic 
science and involves much that can not be treated under ?.and 
economics. 

The natural resources which have been discussed in this 
chapter are included, as we have seen, under land in the 
broad sense in which the term is used in economics. For the 
sake of completeaess this chapter is included In the present 
work, but there are so many peculiarities in the nature of 
the returns yielded by these resources yihen employed in con- 
nection witti public utilities, that it would be difficult to 
discover any very broad general principle of land income in 
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I • ( Custom* 

A. Custom and land relations in primitive society. 
B> Persistence of custom in land relations. 

C. John Stuart Uill on custom and rent. 

D. Custom in rent in modern times. 

E. affect of custom. 
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aSlS ^ BBIERinitgD 52 CnSIOU . CaffiETIIION ASP 
PUBLIC AOTHORITY . 

Custom, competition and public authority stand for three 
stages In the evolution of land income. They are, on the 
whole, chronological stages, following one another in the 
order given. This is only generally true, however, for these 
forces often act together. For example, in the earliest stage 
cuctom and public authority were closely related in the deter- 
mination of land Income. On the other hand, as competition 
proceeds, custom is seen growing up beside it. The changes in 
custom frequently illustrate +he trite saying that evolution Is 
a spiral movement. We often pass from custom strong to custom 
growing weak under the action of competition, and then to custom 
growing strong again under competition regulated by public 
authority. 

It must be understood tliat, though custom, competition 
and public authority represent three stages in the order of 
development, the dominant force in each stage persists and 
passes out into the higher stage. This means that first custom 
stands out as the great dominant force; that competition then 
becomes the ftomlnant force though custom still persists; that 
later public authority is added and enters into increasing 
control. Te have here a parallel to the general economic 
evolution of aocletyi for that which was dominant in earlier 
stages persists in a subordinate rdle.'even in the highest stage 
4' economic evolution. For example, ftie hunting and fishing 
•tage has long been passed, and yet to-day hunting and fishing 
are not without economic significance, although the controlling, 
forces are very different from those vfliich obtained in the 
hunting and fishing stage. 

I - Custom. 

Custom and land relatl on In primitive so cl ety . Conditions in 
primitive society were closely connected with the prevailing 
and cottrolllng ideas with regard to the utilization of land, 
^en we examine the history of early societies and the present 
situation in undeveloped societies, we find that many of their 
practices with regard to land differ in detail; due to varying 
external conditions and cultural differences: but it is safe 
to lay down this generalization: that the idea of full private 
property in land, as we understand It. did not exist. 

If the different kinds of land are considered, one after 
another, we find that the idea of property emerges unequally, 
both in the order of time and in the stage of economic evolution. 
In general, that exclusive control that gives us private 
property appears earliest where there is intensive use of the 
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land. SomeOiiiig approachtng prlTate property •■ouia naturally 
appear at a relatively early period in oonnection with the home 
and the land belonging to if. - the garden, etc. Private 
property in arable land irould emerge at a later period, and at 
a Btill later period pasture lands and forestt would come into 
private ownership. Here agaia, it must te seen that this is 
the general line of evolution and that there are exceptions 
lAiich i»uld undoubtedly require considerable attention in an 
eidunistlve economic history of property in land. 

the primitive arrangements with regard to land have to 
a certain extent held over into modem times. There is to-day 
a great deal of land that has never been private property; and 
a considerable amount of lliis land has never been even public 
property in the full sense of the term. An example is found 
in the tribal property of our Borth Amertcan Indians, itolch is 
common property rather than public or private piDpertyj and we 
can and a great deal of land throughout the world liiich is 
in a Bare or less similar stage of evolution. Common pastures 
are to be found in all parts of ttie world, in tlie ranges of 
our own country as well as in old countries like Germany and 
asitzerlan^. Ilieee common pastures (Allasildei)) still play a 
significant r9le in Bavaria and Switzerland. There are also 
vast stretches of forest on every continent Uiat have never 
been privately owned and. doubtless, never will be so owned. 
Bi^ mountains oover a considerable percentage of the earth's 
surface, and these are largely publicly owned. In the United 
Stated we are setting aside large areas that are to be retained 
in public ownersbip as public parks. 

Wierevcr aommon ownerefaip exists and produces good results, 
it will be found that ttie fraternal feelings and sentiments 
Uiat go with common ownership also exist. Early society is 
very largely tribal, and its relations are fraternal so far 
as those are concerned i4io belong to the tribe or community 
with l\ill tribal or community tights. Tribal relations are 
customary, not competitive, and the regulations governing 
land in tribal soeietie& are customary. 

Another line of developsent of custom is that liiich is 
connected with conquest and the relations between the oon- 
(lueror and the conquered. Conquest in all early stages of 
society means confiscation of all economic rigbte of the con- 
quered. The conqueror may take all, even life itself; but 
conquest is followed by IJie growth of customs liiicb, in general, 
govern the relation of dependence. All practices favorable to 
dependents are grasped by them more or less spontaneously and 
they Slickly become custome. Those familiar witb the conditions 
of slavery as they existed in our owi South can give illus.- . 
trations of ttie grasping at any practice that gives an advantage, 
and the claiming of It as a customary il^t. Although we do 
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find harsh customs, custom tends to mildness In all regions 
where a high civilization has heen attained, so that it is 
not altogether inai>propriate to speak of the 'mildness of 
custom." 

Persistence of custom in land relations in modern society . In 
early and primitive society, therefore, payments for the use 
of land are based upon custom; and it is possible that even 
to-day a large proportion of the people of the earth are 
governed by custom in their feelings and practices with respect 
to the land. Ireland serves as an Illustration of this and also 
India, though the latter is, on the irtiole, in a lower stage of 
evolution. Ihe old sentiments growing out of Uie tribal use and 
control Qf land have never entirely disappeared in Ireland. 

Bven in Bigland, where there is a high development of 
the legal side of property in land, the competitive idea has 
never gained complete control, and custom has a great force 
in determining payments for the use of land. It has been 
said that a large land owner in England would lose social 
caste if he governed his relations to his tenants wholly by 
the standards of pure competition. A quotation from Sir 
Henry aimner Uaine brings this out very clearly. 

"If tjie notion of getting the best price 
for moveable property has only crept to recep- 
tion by insensible steps, it is all but certain 
that the idea of taking the highest obtainable 
rent for land Is relatively of very modern 
origin. The rent of land corresponds to the 
price of goods, but doubtless was infinitely 
slower in conforming to economical law, since 
the impression of a brotherhood in Qie ownership 
of land still survived, when gctods had long . 

since become the subject of individual property."!' 

Sir Henry Sumner Uaine seems to think it anomalous that 
fraternal feelings should still affect the payments made for 
the use of land, and he evidently looked forward to the dis- 
appearance of the influence of fraternal relationships on 
the rent of land. The latest modern developments, however, 
show that new restrictions and regulations in the common In- 
terest are growing up, which tend to strengthen custom under 
law. 



i) Village Communities in the East and Teat . (Hew York, U380), 
p. 195-198. 
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Joto Stuart mil on eustqa^ and rent . The effect of custom as 
determning payments for the uBu of land has, pcrbaps. been 
treated ty no one more eatiafaotorily than l>y John Stuart Ulllj 
and we cannot do better at this point than to give a quotation 
of some Irigtb from hlm:- 

"Conqietltlon, in fact, has only become in any 
considerable degree the governing principle of 
contracts, at a comparatively modern period. The 
farther we look baok into history, the more we see 
all transactions and engagements under the influ- 
ence of fixed customs. "Rie reason is evident. 
Custom is the moat powerful protector of the weak 
against the strong: their sole protector where there 
are no laws or government adequate to the purpose. 
Custom is a barrier which, even in the most 
oppressed condition of mankind, tyranny Is forced in 
some degree to respect. To the Industrious population. 
In a turbulent military community, freedom of compe- 
tition is a vain phrase; they are never in a condi- 
tion to mdce terms for theneelves by It: there is 
always a master who throws his sword into the 
scale, and the terms are auch as he imposes. But 
thou^ the lew of the strongest decides, it is not 
the Interest nor in general the practice of the 
strongest to strain that law to the utmost, and 
every relaxation of It has a tendency to become a 
custom, and every custom to become a right. Rights 
tliuB originating, and not cooQietitlon in any shape, 
detexmlne, in a rude state of society, the share of 
the produce enjoyed by thoee who produce it. The 
relations, more especially, between the landowner 
and the cultivator, and the psynents made by the 
latter to the former, are. In all states of 
society but the moet modern, determined by the 
usage of the country. Never until late times have 
the conditions of the occupancy of land been (as a 
general rule) an affair of competition. The occu- 
pier for the time has very commonly been considered 
to have a right to retain his holding, while he 
fulfils the customary requirements; and hae thus be- 
come. In a certain sense, a co-proprietor of the soil. 
Bven where the holder has not acquired this fixity 
of tenure, the terms of occupation have often been 
fixed and Invariable. 

"In India, for example, and other Asiatic com- 
munities similarly constituted, the ryots, or peasant- 
farmers, are not regarded as tenants at will, nor 
even as tenants by virtue of a lease. In most 
villages there are Indeed some ryots on thle pr^^onolp 
carious footing, consisting of those, or the ^^^y^ 
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desoenaantB of those, who have settled in the place 
at a known and conparatiTely reoent period: tout all 
who are looked upon as descendantB or repreeentatives 
of the original inhahitants, and even many mere 
tenants of ancient date, are thought entitled to 
retain their land* as long as they pay the customary 
rents. Viat these customary rents are, or ou^t to 
he, has Indeed, in most cases, hecome a matter of 
obscurity; usurpation, tyranny, mi foreign conquest 
having to a great degree obliterated the eTldences 
of them. But when an old and purely Hindoo princi- 
pality fells under the dominion of the British 
GoTemnent, or the mssagenent of Its officers, and 
«4ien the details of the revenue system come to be 
inquired into, it is usually found that though the Se- 
mands of the great landholder, the State, have been 
swelled by fiscal rapacity until all limit is prac- 
tically lost sight of. it has yet toaen thought nec- 
essary to have a distinct name and a separate. pretext 
for each increase of exaction; so that the demand 
has sometimes come to consist of thirty or forty 
different items, in eiddltion to the nominal rent. 
This circuitous mode of increasing the payments 
assuredly would not have been resorted to. If 
there had been an acknowledged right in the land- 
lord to Increase the rent. Its adoption is a 
proof that there was once an effective limitation, 
a real customary rent; and that the understood 
rl^t of the ryot to the land, so long as he paid 
rent according to custom, was at some time or other 
more than nominal.l) The Briti^ aoTsriment of 
India always simplifies the tenure by consolidating 
the various assessments into one, thus making the 
rent nominally as well as really an arbitrary thing, 
or at least a matter of specific agreement: but It 
scrupulously respects the right of the ryot to 
the lend, though until the refoima of the present 
generation (reforms even now only partially carried 
into effect) It seldom left him much more than a 
bare- Bubsistence.2) 

"In modem Sunpe the cultivators have gradually 
emerged from a state of personal slavery. The barbar- 
ian conquerors of the TTestern Bnplre found that the 
easiest mode of managing their conquests njuld be 
to leave the occupation of the land in the hands in 
^ich they found it, and to save thonselves a labour 
so uncongenial as the superintendence crtroqpe of slaves, 
by allowing the slaves to retain In a certain degree 
the control of their own actions, under an obligation i 
to furnish the lord with provisions and labour. A 'gle 
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common expedient was to assign to the serf, for his 
exclusive use, as much land as -was thougfit sufficient 
for his support, and to make him work on the other 
lands of his lord whenever required. By degrees 
these indefinite obligations were transformed into 
a definite one, of supplying a fixed quantity of 
provisions or a fixed ouantity of labour: and as 
the lords, in time, became inclined to employ their 
income in the purchase of luxuries rather than in 
the maintenance of retainers, the payments in kind 
were commuted for payments in money. Each con- 
cession, at first voluntary and revocable at 
pleasure, gradually acquired ttie force of custom, 
and was at last recognized and enforced by the 
tribunals, in tfais manner the serfs progressively 
rose into a free tenantry, irtio held their land in 
perpetuity on fixed conditions. The conditions 
were sometimes very onerous, and the people very 
miserable. But their obligations were determined 
by the usage or law of the country, and not by compe- 
tition. 

"TOiere the cultivators had never been, strictly 
speaking. In personal bondage, or after they had 
ceased to be so, the exigencies of a poor and little 
advanced society gave rise to another arrangement, 
which in some parts of Europe, even highly improved 
parts, has been found sufficiently advantageous to 
be continued to the present day. I speak of the 
metayer system. Under this, the land is divided, in 
small farms, among single families, the landlord 
generally supplying the stock lAiich the agricultural 
system of the country is considered to require, and 
receiving, in lieu, of rent and profit, a fixed pro- 
portion of the produce.- This proportion, ftbich is 
generally paid in kind, is usually, (as is implied 
in the words m^ta /ei ; . meazaluolo . and medietarius ) , 
one-half. There are places, however, such as tke 
rich volcanic soil of the province of Haples, where 
the landlord takes two-ttiirds, Euid yet the cultivator 
by means of an excellent agriculture contrives to 
live. But Aether tiie proportion is two-tfairds or 
one-half, it is a fixed proportion, not variable 
from farm to farm, or from tenant to tenant. The 
custom of the country is the universal rule; nobody 
thinks of raising or lowering rents, or of letting 
land on other than the customary conditions. 
Competition, as a regulator of rent, has no 
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axietence." 

*1] Ih« ancient lav books of the Hindooa mention 
in some cases one-sixth, in others one-fourth of 
the produce, as a proper tent; tout there is no 
evidence that the rules laid do vn in those books 
were, at any period of history, really acted upon. 
"2) [So since the 6th ed. (1865). The original 
(1848) ran: 'though it seldom leaves him much more 
than a bare subsistence.']" 2) 

Since Mill wrote the above, changes have taken place in 
those parts of the world to lAilch he refers, and more recent 
scholarship might modify what he says in some details, but 
hie account gives a clear picture of conditions. 

Hoitrn customs in land rent. The multitude of customs governing 
the relations of land would, if fully described, require an 
enormous treatise in many volumes, but would not warrant the 
long protracted and exhaustive labor required. TlTe may say, in 
general, that as a country grows older customs become stronger, 
though they may be disturbed by violent upheavals of a 
revolutionary nature, like the French Revolution, and like the 
Russian revolutions of the present century. The American who 
«oes to Sngland and Scotland is impressed and surprised by the 
strength of custom. The present writer made a tour in Scotland 
in the neighborhood of Elgin, and was told by a well-informed 
genMeman that he knew of only one case in the country traversed 
in which, during the past forty years, the rent of land had 
been laised, outside of cases jtaeie it was a payment for actual 
outlay of cs^ital by the landowner, - for example, in the 
erectios of buildings. On the other hand, as the careful 
observer travels from the Tjsst in the United States to Oie East, 
he observes the increasing strength of custom. Everywhere in a 
community that has got beyond its eaily beginninge there is more 
or less reluctance to raise the rent of one who is, as the 
English say, a "sitting tenant," Ihou^ rents may be raised when 
new tenants come in. This is only one of many illustrations. 
There are various customs in urban rents also, for example, 
customs determining Whe shall pay for water-; and these customs 
are apt to be clung to tenaciously by those who derive advantage 
from them. 

Share tenancy the world over shows the great force of 
custom. Mill uses liie Illustration of what is called In Stance 
the metayer system, ifclch is only another name for share 
tenancy. The shares axe customary shares, and ttxe modifications 

2) John Stuart Mill's Principles of Political Economy , Ashley 
edition, 1909, Bk. 11, Ohss) . IV, g2. _ , 
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which are made «re in certain details in regard to furnishing fieed, 
fertilizers, and other particulars. The following quotation 
from John Stuart Mill in his Pri nci pies of Political Bco nomy is 
sufficient for present purposes:- 

^7he principle of the metayer system is that 
the labourer, or peasant, makes hie engagement 
directly with the landcmrner. and pays, not a fixed 
rent, either In money or in kind, but a certain 
proportion of the proAice, or rather of what re- 
mains of the produce after deducting what is 
considered necessary to keep up ihe stock- The 
proportion is usually, as the name in^orts, one- 
half; but in several districts in Italy it is 
two-thirds- Respecting ttie supply of stock, the 
custom varies from place to place; in some places 
the landlord furnishes the whole, in otliere half, 
in others some particular part, as for instance 
the cattle and seed, tlie labourer providing the 
implements- 'This connexion,* says Sismondi, 
spealcing chiefly of Tuscany, 'is often the subject 
of a contract, to define certain services and cer- 
tain occasional payments to whidi the m^taver Tiinds 
himself; nevertheless liie differences in the obli- 
gations of one such contract and another are in- 
considerable; usage governs alike all these engage- 
ments, and supplies the stipulations which have 
not been expressed; and the landlord who attempted 
to depart from usage, who exacted more than his . 
neighbour, who took for the basis of the agree- 
ment anything but the equal division of the crops, 
would render himself so odious, hh. 'would be so 
sure of not obtaining a metayer who was an honest 
man, that the contract of ell ■ttie metayers maj'' be 
considered as identical, at least in each province, 
and never gives rise to any competition among pea- 
sants in search of employment, or any offer to cul- 
tivate the soil on cheapftr terms than one another.' 
To the same effect Ch^eauvieux, speaking of the 
metayers of Piedmont. 'They consider it* (the 
farm) »a8 a patrimony, and never think of renewing 
the lease, but go on from generation to generation, 
on the same terms, without writings or registries.*" 3) 

^^QC^ of custom . The operation of custom in dividing the product 
between owner and tenant, and its degree of beneficence, will 
generally depend upon the economic strength of the two parties 
concerned end upon the sentiments that govern society. Racial 
differences will exercise an Influence, and this is a very 

3) Pages 303-4. Ashley edition. g.tizedbyGoOglc 
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conslderatile iniluence, especially where one of the races io 
markedly superior to the other in cultural attainments. Our 
South with its negroes affords an illustration. "We find in 
some cases that the old-time sentiment of protection of Hie 
inferior survives in the white landlord, rtille the corresponding 
confidence of the inferior in his protector is shown hy the 
tenant. Such oases call to mind the idealistic descriptions of 
economic society in the Middle Ages - descriptions «hich give 
us a not altogether incorrect picture of the 'best customs of 
that period. Class dietlnctions were then more rigid 
and sharply naried than they generally are noiv, but not so 
rigidly or sharply marked as the aistinotion between black 
and white, "mile it was held that each one should keep to 
his own place in society, there was readiness to defend the 
weak as well as to keep them in taieir places. The following 
quotation from W.J. Ashley's Introduction to Jlconomic History 
and Theory affords illustration of the idea. 

"Crowley, writing in the middle of ttie sisctsenth 
century, does but put it Into popular form, when ad- 
dressing the 'gentlemen' - 

"Thou that art born to land and rent, 
And arte cleped a gentleman' - 

he says - 

'...AS thou dost hold of thy king. 
So doth they tenant hold of thee. 
And is allowed a l iving . , 

AS well as thou , in his degree.'" *' 

On the oHxer hand, there is frequent abuse of power by 
the superior, and exploitation of the weak, especially in. 
those cases where two races markedly separated by wide gulfs, 
unequal in their economic strength, and unfitted for the 
rough and tumble of free and unrestrained competition, live 
together in an age that is impatient of restraint and un- 
willing to accept the consequences of inequality. This acute 
problem, however, need not detain ua at the present time. 
VJhere custom works best is where it regulated relations among 
those belonging to the same race and vitere differences in 
economic characteristics do not assume the nature of wide 
and impassable gulfs but rather that of a gradual series of 
steps. 

Ifothing affords a better illustration of the economic 
strength of sentiment than a historical survey of custom. 
Custom ingjUes duration, and lapse of time etrengthens custom; 

4) Vol. II, p. 390, 3rd edition, ;.a94, London. „,izedt,GoOQle 
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where oustom is working rell, age improves it. As already 
stated, old landlords are pretty apt to be better than new 
landlords . 

II - Competition. . .. - 

Pull competltiTe rent . Competition, if working perfectly on the 
basis of the existing economic order, would take for the land 
owner all of the product that is left after the normal returns 
to labor, capital, and enterprise have been made. This distri- 
bution implies sufficient economic strength on the part of all 
those who furnish the requisites of production to enable the 
owners of each requisite to get normal returns. A full competi- 
tive rent is called in legal terminology a rack-rent , and this 
is defined as follows: "a rent equal to the full annual value of 
a tenement."* The same author from whom liiis was taken says, 
however, that "sometimes a special meaning is given to the term 
in a statute, e.g., the Public Health Act of 1875. defines for 
the purposes of the Act a rack-rent as a 'rent iblch is not less 
than two-thirds of the full net annual value of the property 
out of -nhioh the rent rises.'" 5) ihe Public Health Act Just 
quoted defines rack-rent as only two-thirds of the true economic 
competitive rent, but this is an older artificial definition 
made for a special purpose. 

Contract rent . The very fact that the term rack-rent suggests 
something harsh would naturally lead us to expect to find tlat 
contract rent, that is, rent actually paid under contract, is 
less than full competitive rent. This is very generally the 
case. The quotation from Sir Henry Sumner Uaine that has already 
been given indicates that an English landlord 1*10 exacted full 
economic rent would lose social caste. Even where rents are 
supposed to be governed by competition, custom is so strong 
that there is generally a lag between contract rent and economic 
rent. 

The economic history of England during the past hundred 
years affords abundant illustration of Uiia. Then agricultural 
prices were rising and economic rents were increasing, the 
tenant farmer was prosperous on account of ttiis lag, for the 
rent he paid was less than the economic rent. Tftien, however, 
prices of agricultural products were falling and the economic 
rent fell correspondingly, a point was sometimes redched at 
which the contract rents that the farmers had to pay were 
greater than the economic rent. Then the farmers were in 
bad straits, for since the full net return to the land was 
not enou^ to make up the contract rent, somethins had to be 
subtracted from the shares of capital, labor, or enterprise to 



5) i-algrave, Dl ctl onarv of Political Economy . (3 volumes, London 
Ed. of 1899), III, SsoT 
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Bake up the deficiency. Land ownere in Sngland are expected to 
make femissione of rent at auch times, and many accounts of 
reductions of ten or fifteen per cent or even more, have 
appeared in Itie newspapers of that country. 

Even with these abatements, English farmers were In a 
depressed condition during the period of declining prices in 
the latter part of the nineteenth century; "but so were the 
landowners very generally* for many of them were under olsli- 
gations of various sorts (such as allowances to younger mem- 
bers of the family, dowries to married sisters, etc.) which 
had been undertaken on the basis of inc(»ae8 from rent i4ien 
agriculture was more prosperous. 

Probably there are few cases where there is an exact 
correspondence between economic rent and contract rent, but, 
where there is general prosperity in any country, the contract 
rent is pretty generally less than full economic rent. 

Ireland affords many illuatrations of a departure of 
contract rent from economic rent. During the worst period of 
Irish agrarian history, contract rents were often far in 
excess of any possible economic rent. Nothing affords a 
better illustration of the mieery of Ireland. The population 
was restricted, in the main, to agriculture, and the land was 
insufficient in quantity to supply the need of 1iie people for 
• farms. The tenant farmer, in order to secure a farm, bid more 
for the land then the economic irent, and when he became hope* 
lessly in arrears, ^It made little difference how much he bid. 
"She feeling of despair ripened into bitterness, and as a 
consequence agrarian disturbances attended by violence arose, 
the record of irtilch is only too well known. The condition 
became intolerable and It was absolutely necessary to resort 
to drastic remedies. Land courts were Introduced and rents 
were regulated, and in eveiy case liie regulation resulted in 
the reduction of rents by a large percentage. 

A» one regulation has followed after another, contract 
rents, or rather, judicially fixed rents, have become less 
than economic rent, with the result that there has grown up In 
Ireland a sort of dual property in farm land - (l) the right 
of the owner and (2) the right of the tenant to hold the land 
at a certain fixed rent. This also was unsatisfactory for 
several reasons, yor one thing, the farmer, being removed 
from competition, lacks proper incentive to do his best. For 
another, the operation of economic laws brought it about that. 
any new owner had to buy out two people instead of one. The 
young man without land who desired to get a start had to pay 
the full value of the land without axy abatement whatever. 

In short, the system worked so badly tiiat assisted land 
purchase has followed as a final remedy- The government has 



d by Google 



134 . 

providei funds with which to purchase ttia land from the owners 
and to sell it again to the Irish fanners, allowing them to pay 
for it over a period which has Ijeen gradually extended until it 
18 now approximately sixty-eight years. . The writer, when 
traveling through Ireland in 1913, found it more prosperous • 
than it had ever been before. All classes admitted this; but, 
even so, conditions ware not entirely satisfactory, althou^ 
they were improving.*) 

Ill - Publin Authority . 

l£ed for regulation bij public authority . Tire have already passed 
into the stage in which public authority and the regulation *ich 
proceeds from public authority have a part in the determination 
of rents. It may be a safe generalization to say that the 
necessities of the case are such that some regulation of landed 
property by public authority is required. If there are any 
exceptions to this generalization, ttiey are probably limited 
to new countries. Even in the United States land has come to 
be recognized as a public utility, and we are evidently just 
entering an era of regulation. Laws with regard to rent 
profiteering passed in msconsin. Hew York, and elsewhere, 
afford an illustration. 

mfficulties involved. These laws also show the difficulties in 
the regulation of rent. The satisfactory determination of 
rental relations demands high capacity and firm integrity, but 
too often popular clamor influences the regulation of rent by 
public authority and Ihus lessens the good that could be 
accomplished. The housing situation as we find it in the United 
States is clear proof of ^is. Though there can be no doubt 
that many landlords have taken advantage of the situation to 
raake oppressive exactions, existing rents for dwellings, very 
generally, do not yield to the owner of house and land as large 
a return as that given by many securities that can be purchased 
on the market. The ownership of houses and land, moreover, 
involves a great deal of trouble and annoyance; whereas 
securities may be deposited with a trust company and will involve 
no further trouble than clipping coupons. It is not strange, 
then, that houses are not put up: ind Indeed those t4io cry out 
most loudly against "rent profiteeringlT seem to be the most 
unwilling to put their own money into the erection of needed 
buildings. This is not the place to discuss the many proposed 
remedies for the situation. 

6) It-ftould take us too far afield to enter into a discussion 
of the Irish situation. The best brief discussion is that 
given by Professor Uoritz J. Bonn in a little book entitled 
Modern Ireland and Eer Agrarian Problems, (Dublin and London, 
1906). 
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The slogans of the past have not worked out satiefactorily. 
It may he said, however, that we get hest results iJrtiere there 
is a large amount of private o-wnership of agricultural and 
urban land, while at the seune time the police poT7er gives 
regulation in the common interest and, "by land planning, also 
protects the pwner and encourages development "by the security 
it affords, 

Heed for develoTHoait of the administrative side of government. Tiie 
great need in tiie United States is a development of public 
administration, and we cannot hope for very gre^t improvament 
until we recognize ttiat the problems of the twentieth century 
are administrative rather than le^siative. Jbich as coromlaaion 
government, so-called, has been derided, and many as its mis- 
takes have been, comnissions still grow ajid must continue to 
grow, because they alone give a scope for intelligent action. 
They must be freed, so far as may be, from the influence of 
partisan politics, for that lays them open to the control of 
public clamor. Justice, end not an ear to the ground to dis- 
cover majorities, must control. 

Our public administration lags behind legislation. An 
inadequate civil service, rather than lack of legislation, is 
the great obstacle in the United States to every constructive 
prograrane for economic and social develoiment. Wb could al- 
most say this; if we only have good adminis-^ration, legis- 
lation will take care of itself. "Whether we are diecussinf the 
future of the railways or the development of our natural 
resources, we encounter almost et the veiy beginning of our 
inquiries the lack of good administrative machinery as an 
obstacle to progress. Te cannot do the things that we would 
like to do,, because we do not have suitable administrative 
contrivances and trained and capable men engaged in the ad- 
ministration of public affairs. In some way or another, we 
must draw into the public service, not all the talent of the 
country, but a due proportion of the talent of the country. 
This talent must be suitably trained and must find as desirable 
a career in the service of society, as a whole, as tiiat afforded 
by private employment. It is easy to arouse enthusiasm in a 
campaign by promises of legislation vftiich, it is alleged, will 
bring about vast benefits almost over ni^t; but it is hard to 
interest people in the comparatively slow processes of good 
administration. He vtio is able to convince the American voter 
that the main lines of progress must be administrative in 
character will be one of the greatest statesmen America has 
ever known, and will take rank with our chief leaders in -the 
promotion of progress.?) 

V) This paragraph is taken from Chapter VIII, p. 149, of 
author's contribution entitled, "An American Land Policy" 
to the book edited by ID-idia M. Friedman on America and the 
gewj iiBc-a: ^ Symposium on Social Reconstruction . (ITew York, 1920 j. 
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CHAPTER XII 
SOCIALIZATION OT Kffi HEMT OP LAJ?S 

I* Definition of socialization. Complete socialization- 
Partial socialization* 

II. Partial socialization of rent of private property in 
■land. 

A. Throu^ stimulus to use. 

B. Through the bringing atout of the best use. 
C Through taxation and special assessments. 
D. Through the development of altruism among 

land ovners. 
E- Through endov/ments of educational and philan- 
thropic institutions. 
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CHAPTBR XII 137 

SOCIALIZATIOM OT ^^B KENT OF LAHD 

Definition. If a society has accepted tiie institution of private 
property, it is eviden;t that Social benefits are derived from 
this institution, for otherwise it would not continue to "be 
maintained. Socialization of property and income urQ«r such 
a system ineans then an increasing of tiie benefits that society 
recedvea from property and income, or to e:gpres6 it still more 
generally, from the utilization of economic goods. This is 
the sense in vdiich the term is used in economics, 'ttien we 
speak of the socialization of rent, we mean arrangements and 
processes through which rent is made to benefit to an increasing 
extent society rattier than ttie individuals i*io own the land. 
The benefits to society increase in proportion to the degree 
of socialization. 

Socialization inay be complete or it may be partial. If 
all the benefits derived from the property go to society and 
none accrue to an individual except in so far as he is a member 
of society, socialization is complete - all benefits are social. 
If the individual owner continues to receive special benefits 
at the same time that society in general has advantages from 
the property or the economic good in question, there is partial 
socialization - the returns or profits are partly social and 
partly individual. 

The theory of economic Indlvidualiem, based on the 
domination of private property, self interest, and non-inter- 
vention by society in economic life, presupposes complete 
harmony between the interest of the individual and the interest 
of society, and in consequence looks upon the private receipt 
of competitive rent as accomplishing the best results for 
society as a whole. Such a view would include no consideration 
of socialization, since social benefits are supposed to be at 
a maximum when there is no interference. 

But both experience and deductive reasoning have shown 
that for some kinds of land public ownership is preferable; 
for example, highways and forests. In these cases complete 
socialization is desirable. On the other hand, reason and 
experience show also that for agricultural land ?nd urban 
building sites private property, in general, produces the 
best results, and that complete socialization - ttiat is, the 
entire abolition of the private benefit from the utilization 
of these lands - would result in a smaller total benefit to 
society. This point has already been discussed, and it has 
been ^own that no single law with respect to ownership can be 
laid down that will hold for all kinds of land. 
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Ihe subject of socialization offers no difficulties where 
complete socialization through public property is desirable. 
In those cases, however, vhere private property in land Is 
moat beneficial, and In rtiich private ownership of land seeras 
.destined to be maintained, it must be as3ced what social 
purposes are accomplished, and how far, and In what way, 
society benefits from this private ownership. 

Partial socialization - through stimulus to use . First of all, 
it must be noted that the expectation "^ an income from land 
stimulates the use of land, and it is In this stimulation to 
use that we find a good part of the benefits derived by society 
from the leiit of land. Income from land is needed in order to 
maintain ttie institution of private property in land; and if 
private property in land Is justifiable, so is the rent of land. 
The social theory of property - namely, that property is main- 
tained because it is beneficial to society, holds also with 
respect to land, and consetjuently wHii regard to liie rent of 
land, without which private property in land cannot exist. 

Through bringing about of best use . In the second place. It is 
seen that under an ideal system of competition, competitive 
rents benefit society by bringing about the best utilization 
of the land. TJhere there are men capable of looking out for 
their own Interests in a society that offers many opportunities 
or diolces, the one who can pay the hi^est rent is presumably 
the one who can best utilize the land. Tfe have seen that Uils 
general principle requires' some modification in practice, but, 
on the other hand, it is most disastrous to eliminate this 
competitive principle In land rent, for that would lessen the 
stimulus to good utilization. Students of the history of 
economic thought will recall that one of the reasons for land 
nationalization proposed by an early Gezman economist was, that 
under public ownership of the land the right to use the land 
could be disposed of at publlo auction, to the bidder offering 
to pay the highest rent.l) A modern American economist has 
made a similar proposal with reference to the use of water for 
irrigation, and for the same reason. 2) 

Through taxation and special assessments. Thirdly, it must be 
noticed that, under the jUierican system of taxation and special 
assessments, a large proportion of the rent of land flows into 
the public treasury for public purposes, and is, therefore, 

1) The reference is to H.g. Gossen, Pie Entwlckelung der Gesetze 
dee mens ehll Chen Verkehrs . cited In L.H. Haney's History of 
Zconomlc Thought . (Sew York. 192o), p. 530. See also Gide 
and RlBt HlBtorv of Economic Doctrines , n. 573- Gossen*s 
book was published in 1854. 

2) See Carver in Toundatione of Natl onal Prosperity by Ely, 
Hess, Leith, and Oarver (The Macmlllan Company, 1917), p. 342. 
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socialized; and, the extent to vrtiich it benefits society depends 
on the Boujidness of legislation and especially on the excellence 
of public adminiatration. Our American system ■rhich taxes the 
selling value of land, iitfiether or not the land is in active 
use, takes for public purposes a share of the rental value 
viiich increases as the value of the land increases. In addition, 
the system of special assessments which obtains so generally 
in the United States, particularly in cities, and which is 
destined to be still further extended, compels the land ovmer 
to pay part or all of those public expenditures which presumably 
add to the value of the land. 

If a typical Jtoierican state like 'Wisconsin is examined, 
it is found that the proportion of the increments in land 
values that has already been taken exceeds the share that 
European economists propose to take when they suggest reforms 
that they regard as daring. 

numerous illustrations of this are found. In 1807 a 
law was passed in Prance requiring that private property vhich 
acquired a notable Increase in value as a result of public 
improvements should pay an indemnily. Gide and Rist in their 
Hi s to ry of Economic Doctrines give the following account of its- 

"Artlcle 30 of the Act of September 16, 1807, 
runs as follows: 'If as the result of the im- 
provements already mentioned in this Act - through 
the making of new roads or Uie laying out of new 
squares, through the construction of quays or other 
public works - any private property acquires a not- 
able increase in valup, auch property shall be made 
to pay an indeonnity vAiich may be equal to half the 
value of the advantage which has thus accrued tc it.* 
The principle was rarely applied, hov/ever. II. 
Eerthelemy (Trait^ ^irfmentaire de Droit administra- 
tif, 1908, p. 624) states that he can only find 
twenty occasions on vihich the law was brou^t into 
operation in the the whole course of the nineteenth 
centu3ry." 3) 

Under this law the maximum indemnity - or to use the 
American term, the special assessment - could not e::ceed one- 
half of the increased value resulting from the public improve- 
ment; and even this part was not often taken, for, as has been 
seen, the law was rarely enforced. It has been recently 
reconmended that the spirit of this law uhould be carried out 
in Prance and that part of the expense of public improvements 
should be borne by the land owners lihen there is a direct 
increase in value due to the improvements. This reform appears 

3) Page 569. gtizedbyGoOglc 
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to the Prench economist as Something daring, although it only 
approximates the .American practice, by irtiich special assessments 
not infrequently take all of the added Talue and sometimes even 
eat into the previous value. 

Holland also affords illustrations. A IXitch economist, 
writing to the author some years ago, wanted to know under 
what principle special assessments were levied in the United 
States, and asked if they were brou^it under the principle 
of eminent domain. 'Bian in Holland in 1913, the present 
writer discussed the subject of special assessments with the 
mayor of a Butch oity, and the latter expressed the view that 
the American practice is so radical that it could not be 
applied in Holland. Turning to England, it is found that 
there is some recognition of the principle of special assess- 
ments in ancient law; but the principle has rarely been applied, 
and it appeared to tjie Duke of Argyle to be such an invasion 
of property rights that he called it robbery. *) 

Germany offers an illustration In the concrete situation 
which the author found in Munich in 1911 and 1913. The idea 
that the general public should participate in increments in 
value led to the passage of a law called the increment tax 
(Zuwachsteuer), which was levied on the land at the time of 
sale, iftiile up to tiie time of sale unimproved urban land was 
taxed, not on its selling value, but on its estimated annual 
yield aa agricultural land. Just as soon as a man sold his 
land for urban improvements he had not only the Increment tax 
to pay, but also the increased taxes due to the fact that the 
property was then assessed aa urban Instead of agricultural land. 
As a result of this, the increment tax yielded small revenue and 
had a very bad social effect, as it deterred people from bringing 
land into urban use and resulted in a congestion of population. 
Ihen tile writer addressed the Association for Social Politics 
(YeiSla.fttl' SocialpQlitik. corresponding to our American Economic 
Association) he made the statement that congestion of popula- 
tion was inevitable under such a system of taxation, and he 
found no dissenttbut instead a^ cordial endorsement of the 
American system as it is developed in states like TOsconsln. 
Probably, however, there was no German economist present ^o 
did not consider the American practice something too radical to 
be seriously proposed for Germany. One of the manbers of the 
group, who called himself a single taxer, said that we In 
America had already all that he desired for Germany. 

It has already been noticed that under our American system 
of taxation and special assessments the social claim on the land 

4) See author's Property and Contract in their aelatlon to the 
Distri bution of geajth. I. 213. n^r^n\r. 
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must be met first, and that, even in tfce case of improved land, 
the entire rent is taken not inffequehtly, leaving the land- 
owner nothing. In bad years, when agriculture is not prosperous, 
taxes and assessments still have to be paid, and no rent is left 
to the owner. In urban land also, the expenses of bad years, 
due to vacancies, repairs, etc., at times leave the owner lees 
than enotigh to pay the taxes, and he has a net deficit instead 
of a net income from his property. 

In the case of unimproved land ttie state, through taxation, 
taices a large proportion of the potential rent and uses it for . 
public purposes. Probably in mofct American cities the rate 
of taxation would have to be increased if it were not for the 
contributions to public purposes made by those who are holding 
their land for future use. TOiese owners have to suffer loss of in- 
tarest and to pay taxes year after year, ajid are thus stimulated 
to find some sort of utilization i*aiich will enable them to 
recover their annual charges and will bring them a gain. 

Through development of altruism in owners . A fourth way in which 
the rent of land is socialized is through the development of 
altruiSm in land owners. Land income or rent is socialized 
just as all our economic life is soeiallzed by the psychical 
processes that accompany social growth. Psychology shows how 
egoism and altruism grow up together in normal hianan beings in 
a healthy state of society. One cannot think of self without 
also thinking of others, where social existence is established. 
Moreover, the relation between the landlord and tenant is a 
closer one than the ordinary relations of individuals in 
society. A result of this, as we have already seen, is that 
in old and settled communities whore social processes have had 
tine to ripen, the rent actually paid by the utilizer under hia 
contract is very generally less than the economic rent. 

In addition to this sharing of rent between landlord and 
tenant, there is, especi€illy in old countries, a sharing of 
rent with society in gi=ineral, through the contributions that 
the landlord feels constrained to make to various social 
undertakings and institutions. The sharing of the use of Hie 
land with the general public - as, for example, a park - also 
happens in many cases, and is soon established with all the 
force of custom, ^though all expenses are still paid by the 
ovnier- 

We hear a good deal to-day about the trusteeship of wealth, 
and the idea that wealth and opportunity do involve trusteeship 
is one that is developing rapidly. There is an increasing 
recognition on the part of landowners of the fact that they 
have a social mission. Those who cannot see this , development 
in American life must, indeed, be blind. Land planning as seen 
in cities and in new- settlements, shows that a constant- i 
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l^rovement is going forxard. though much remains to lie done. 
The writer, in making his investigations, has been' travelling 
for years in this and other countries, and has seen evidences 
of the growth of this trusteeship in the reservations of 
playgrounds and public parks, in the dedication of shore lands 
to public uses, etc. It jrould not be difficult to fillt.a whole 
book with concrete illustrations. 

It is true that many abuses still exist, but this nust 
be the case in an imperfect world. If we leave any room 
whatever for free movement, we must take a certain amount of 
evil with the good. If we make it impossible for men to 
do ill, we also malce It In^osslble for them to do good. So- 
ciety is determined to maintain property, not because no 
evil use is made of the incomj that property yields, but be- 
cause, on the rtiole, the gc^d outweighs the evil, and because 
we believe Uiat the good Increases: in other words, because 
we believe In social progress. TSB find men who live in idle- 
ness and luxury on the rent of land, and we find men living 
in Idleness and lujcury on the interest and dividends paid to 
them by trust companies, for which personally they render not 
the slightest service; yet private property In capital, as 
well as private property In land, is the basis of our economic 
life, without T^ich we can hope for no economic progress or 
ethical Improvement. 

Through establlsbment of endowments ■ A fifth method of socializing 
the rent of land is the establishment of endowments. Directly 
and Indirectly our educational and philanthropic institutions 
rest to no inconsiderable extent upon the ownership of land 
p-id rents lAiich it yields. Our education-a and benevolent 
institutions are i;rowlng in wealth by leaps and bounds, and many 
universities have now an annual income vdiich a generation ago 
would have been considered a large endowment. The rent rtilch 
goes Into endowments Is soeiallaed and Is beneficent just in 
proportion to the excellence of the institutions supported 
wholly or In part by the rent. 

It may be concluded then, that while without doubt the 
greater portion of the rent of land is received by individ- 
uals, rent is used Increasingly in the interest of society^: and 
that in this way it accomplishes far better resOlts for society 
than It would accomplish if all the land were publicly owned 
and the rental value accrued directly to the public treasury. 
Te thus come back again to the proposition that for certaon 
kinds of land private ownership is more beneficial to society 
than public ownership. 
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BR. G. B. L. JIRHER'S IBVBSIIGAIIOH OS LAKB 

VAIBBS nt SBW -yORK CITY 

(For fuXl text of Br. Arner'a lectures see Drban Land Economice 
117 Richard I, my and AsBoeiatea, preliminary edinon ^ 
Edwards Brothers, Ann Arbor, Michigtm). 

In a Series of lectures given by the Institute for Research 
in Land Economics at the University of lllaconsin. Dr. O.B.L. Arner 
presented some of the results of his investigations of the movement 
of land values in Hew York city. 

After a brief discussion of the enormous growth of cities 
in the nineteenth century, he pointed out lliat the increase in 
land values In both city and country was merely part of the ge»ral 
increase in wealth, which has been enormous during *».period since 1800. 

Ihe absolute values of land on the island of Manhattan have 
increased more rapidly than land values anyitoere else, but figures 
were given showing that if a sum equal to the total land value of 
Manhattan in 1800 had been put out at four per cent compound 
interest 4t that time, it would, by 1921, have amounted to more 
than the total land value of Manhattan in that year. Some Ifestem 
cities show a greater rate of gain because of the absolutely negli - 
gible value of their lands in 1800, and durii« boom periods they 
showed particularly large increments in land values. 

The business cycle has its effect on land values, as was 
illustrated by an index number of land values on Manhattan Islend, 
1904-1921. Sreat unevenness in the growth of land values in 
cities due to changes in the use of land in various districts 
was noted. 

A detailed description of the value changes and csirrying 
costs of nine parcels of land on Manhattan Island was then given. 
Ihe parcels were vacant lands selected from good business and 
residence sections. The year 1880 was taken as the starting 
point and the value of each at that time was determined from the 
actual sale of the land made nearest to that date. Ihe costs 
Included 1) the purchase price in 1880, 2) taxes and assessments 
since that date, 3^ interest on the purAase price compounded 
at four per cent, 4) interest on taxes and assessments compounded 
at four per cent. 

The absolute value of these nine parcels increased during this 
period four hundred per cent compared with an increase of two 
hundred and fifty per cent in the total land value of the Island; 
so that these parcels show Increases in value considerably above, 
the average. Hotwithstanding this fact, the increased values 5"- 1 
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fan to equal the eun of the original value plus the carrying 
Charges in seven out of the nine paioels; in the remaining two, 
the present values represent increments of eight and fifteen per 
cent. All the others show heavy losses - one shows a 1ob« of 
one hundred and seventy one per cent. 

These parcels had been ripe for inprovement at any time 
during the »Jiole period, therefore it might be supposed that a 
i«wep8»ctton might show different results. Sudi a tract in 
TOshlngton Heights was accordingly studied from the year 1891, 
VMa it was first subdivided and sold in lots. Land that has 
remained vacant in this tract has cost its owners (costs cal- 
c^lated as described above) one hundred and sixty three per cent 
iL f ™ "* ^° ■'•^^- •* 1"« detailed study of the history of 
Zi^i. i*f before 1891 showed that.it had financially ruined two aen 
ana tiad brought great loss to the estate of a third. Two other 
men who had bought it as a speculation and had held It for a 
very short time had gained, but their gains were less than the 
losses of the others. One man, however, after holding it six 
years, had sold it for more than double the price ho had paid 
for it. 

"These parcels and tracts of land, as we have seen, have 
shared fully in the tremendous increase in value which have 
characterized the development of Manhattan Island. But as the 
values have Increased, the taxes and other socially necessary 
costs have also increased. Thus while the gross Increments 
in value are in all cases very great, they are largely and often 
entirely absorted by the carrying charges, so that the net in- 
crements which do remain rarely amount to more than the accuicula- 
tloT. of capital at a nominal rate of Interest." 

Studies were alec made of lands in outlying boroughs. A 
tract in the Bronx purchased in 1894 had by 1921 cost the owners 
two hundred and fifty one per cent of its value in 1921. Ten 
tracts sold at auction at larious times between 1905 and 1913 - 
six in the Bronx, three in Brooklyn, and one in Richmond - «how 
costs varying from one hundred and fifty two per cent to two- ■ 
hundred and seventy two per cent of their 1921 values. 

"These auction sales were all in boroughs which, as we 
shall see later, have shown healthy increases in land values 
and also in population. In a very few years all will be built 
up and become developed sections of Uew York City* The losses 
that have been suffered were evidently due to premature sub- 
division and over-valuation at the time of the sale. In view 
of the constantly increasing costs of ripening land for urban 
use, it is evident that owners of vacant land must reconcile 
themselves to a lower present value. 

"The value of such land should be determined on a discount 
basis. Ttoen the cost of carrying vacant land is high, the value 
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of unimproved land not yet ready for use muBt be correspondingly 
t"*!.!, , * "'^^ becomes older and more mature its rate of growth 
IS likely to be lower than in the earlier yearn of Its development. 
II so, it will take longer now for a tre** of undeveloped Uoid to 
nature as urban land than it took at an earlier neriod for a 
similar tract to reach maturity, these changing conditions should 
be recognized and taken into consideration in the development of 
new land. In the light of the experience of the last eight years 
it is evident that the inan who paid *2434 for his lots at Horris 
Park should have paid only about $900, assuming that the present 
12?*^°° Is Justified. His land would then have doubled in value 
in the eight years and his investment would have yielded him about 
four per cent interest." 

•It may be admitted that the last few years have been 
unusuaUy bad years for speculation In outlying vacant land. 
Not only have taxes increased to an unprecedented extent, but 
war conditions increased building costs, making it difficult to 
is^jrove vacant land. Then immigration piaotically ceased for 
several years, so that the rate of population growth in Hew York 
City was only about half as great in the decade 1910-1920 as in 
the previous decades. Hevertheless it is evident that the socially 
necessary costs of bringing agricultural land into urban use are 
mutih greater than prospective home builders have supposed them to 
be. Even under the roost favorable conditions it appears that the 
holding of vacant land Involves heavy costs, for lAiich the owner 
can be compensated only by an extremely rapid appreciation in value, 
which can come only when the period of development is short. Pre- 
mature subdivision, with a lengthening of the transition period 
from agricultural to urban use, is certain to result in heavy loss." 

It was pointed out that these statements concerning vacant 
tracts should not give the Impression that land values in the 
outlying boroughs of Hew York City are not increasing. Taking 
the total land valuse since 1906, there was a gross incremsnt 
in value in the Bronx of more than twenty three per cent, but 
when the various carrying charges for vacant land were subtracted, 
this increment became a net decrement of thirty five per cent 
of the 1921 value. In all the other boroughs, however, there was 
a net increment after deducting carrying charges. In Brooklyn this 
was only seven and eiSht-tenths per cent for the rtiole sixteen , . 
years: in Queens thirty-six and five-tenihs per cent; and in .:. 
Richmond twenty-eight and six-tenths per cent. The increment In 
Queens was analyzed by wards, with some interesting results. 

"TI* have been considering the actual figures of gross and 
net increments of value in Kliw.York urban land. TJhat then is 
the lesson in more general terms? 'thether there has been a net 
gain or a net loss, one fact stanls out clearly In the study of 
every parcel and tract of land investigated and In the studies 
of the various boroughs. Biat is the staggering, and ever in- 
creasing cost incident to the ownership of land. Take first the 
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item of taxes. Before the Civil uar the tax. rate In Hew York had 
averaged about one per cent over a period of twenty years. Land 
was assessed at about fifty per cent of its true value. The actual 
tax rate was therefore about one half of one per cent. Even in 
1906 the rate on true value was only 1.13 per cent, but in 1921 it 
>ias 2.77 on the assessed value In Manhattan and 2.83 in the Bronx. 
Even correcting this,, on our assumption that land is assessed at 
95 per cent of its vsaue In Manhattan, ttie rate on true value is 
J' ls*°t 2.63 or more than five times as high as In the years i4ien 
John laoob Astor was buying land in advance of the growth of the 
city. And there is no Indication that the present tax rate will be 
materially reduced. The cost of administering the affairs of the 
city has Increased and the city la constantly expanding its economic 
activities aiid its public service. The coats of the schools, the 
police and fire departments are continually Increasing, and nobody 
wants these services curtailed. In the old days little attention 
was paid to the cleaning of the streets. How people demand clean 
streets and also demand that pavements be kept In repair. In the 
winter snow must be removed. A moderately heavy snow fall now 
costs the city over half a million dollars, and the cost of a 
heavy snow like that of February, 1920, runs into millions. The 
subways have been built by the city, and interest must be paid on 
subway bonds. »he cost of maintaining the parks and public 
buildings is constantly increasing, although the present admini- 
stration has eoonomited by cutting down the Public Library 
appropriations. The taxes on vacant land constitute a very material 
part of the revenue of the city. In Greater Hew York in 1920. ttiere 
were 193,021 vacant parcels of real estate valued for taxation at 
$549,000,000. Since a parcel is considered Improved if there Is 
any building whatever on the land* it is evident that there must be 
many thousand more parcels iriiich are practically vacant. On the 
first of the vacant parcels described in my second lecture there 
is a house »hlch in 1920 was:,valued for taxation at $2,000. It is 
really worthless, as it would have to be torn down before the land 
could be profitably used, but from the point of view of the tax 
department this Is an improved parcel. But even on the figures of 
the tax department, the owners of vacant land pay $16,000,000 a 
year In taxes. In Queens alone vacant land pays over $4,000,000 a 
year or 20 per cent of the total revenue of the borough. In ttie 
Bronx It pays 16.5 per cent. In Richmond 14.2 per cent, and in 
Brooklyn 6.6 per cent. In Manhattan, however, with only three per 
cent of the parcels vacant, the vacant land pays only 2.2 per cent 
of the taxes. This same situation undoubtedly obtains in other 
cities and certainly the tax rates In all cities have greatly 
incfeased. 

"How as to special assessments. Before 1860 the cost of 
sewers and pavements was absurdly low. There were very few 
assessments amounting to more than $100 a lot. The total amount 
of the assessments levied on the parcel on Kfth Avenue near 39th 
Street since 1845 has been only $1031 or about $4000 for a block 
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front and this included paving luid sewers. One of the Fifth 
Avenue vacant parceis, the whole ^>lock front between 95th and 96th 
Streets in irtiich improvements were made a few years later, has paid 
il0»355 in assessments since 1856^ The Riverside Drive parcel* 
also a hlock front, on which most of the assessments were levied 
from 1880 to 1900, has paid $21,689 since 1880. In Morris Park 
since 1913 the sewers alone have frequently cost $400 a lot or 
$3200 a hlock front, and-the other improvements are hardly started. 
These costs can \>e little if any lower elsewhere, for the greater 
part of the cost is in labor and in materials which are no more 
expensive in Hew York than elsewhere. 

"There are other costs of land holding which cannot easily 
be computed, but which often amount to a considerable sum. The 
owner may pay for draining, grading, fencing or clearing the land. 
He may be called upon for contributions for local improvements 
privately made by property owners in tbe neighborhood. 

"Then as to the interest charges. As we have seen the owner 
very often pays at leaet six per cent interest on a large part of 
the puxchase price, and he could easily obtain four per cent in 
an alternative investment. Bven tiiough we m^ not believe that a 
person is Justified in obtaining interest simply for holding vacant 
land, still from the owner*s point of view interest is an actual 
cost. In the outlying sections around New York it has not been, 
until very recently, at least, socially desirable for building to 
take place more rapidly. Therefore the owner has not been anti- 
social In holding land out of use. Bven assuming that he paid 
more than the land was worth in the first place, there were still 
the tax and assessment payments, vrtilch he was obliged to pay. If 
he had deposited the same amounts in a savings bank, he would have 
received four per cent compound interest. Under our present 
system of land tenure so'mebody had to hold this land, so it does 
not seem unreasonable to allow at least four per cent interest aa 
a part of the carrying charges on vacant land. This means then 
that the annual cost of carrying vacant land is from 6 1/2 to 7 
per. cent plus the actual amounts of special assessments. In the 
ten auction sale tracts the payments for special assessments have 
been slightly more than the taxes since the dates of sale. This 
would indicate that during the period of development the total 
carrying cost. under present conditions Is at least ten per cent a 
year. If therefore vacant land is to pay as an investment, it 
must increase in value ten per cent a year, which means that it must 
double in value in eight years, 

"In all this discussion of incfements and decrements the 
changing value of the dollar has been left out of consideration. 
In the course of the investigation however, some such computations 
were made. Since the value of land in dollars was fallii% while 
the value of the dollartwas also falling , land values at the 1913 
price level were for three years during and after the war~belo' 
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fifty per cent of tlisir value in 1913. The carrying charges more- 
over increased rapidly during this period, so if our computationa 
were enUrely expressed in terms of the 1913 dollar, the increments 
even in Queens nould be changed to decrenentB, and the losses 
elseidiere would be staggering. Ihis, hwever, is hardly fair, 
because the extreme fluctuations in the general price were only 
temporary, and with a return to normal conditions land values 
will undoubtedly recover their losses. 

"But even aside from the chaining price level we have seen 
that vacant land does not have real investment value. For Short 
periods in a rapidly rising real estate market speculation in 
vacant land is often profitable, but where values are stationary 
or only increasing at a moderate rate, the costs of holding land 
will turn an apparent profit into a loss. The studies of vacant 
lots in llanhattan. of large tracts in •ttie newer sections of the 
city, and of the outlying boroughs . taking each borough as a i«ioie, 
all point to the same conclusion, end Show the fallacy in the 
popular assumption that large profits are made by holding o"toi ^ 
use land irtiich is urgently needed for the development of the city. 
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LUCE USD CUAHCS IB SUCCESS ASU FAILDRS- 
By R.T. Bly 

In t^ distribution of wealth and income individual eon- 
Juncture means the distribution of that share of the eociaTlrealth 
and income of society which talces place to a greater or less extent 
* «. 1 -^ "gim cf chance and luck and i8.~tl>erefore . only 
I"f"°llT i^thln the control oftSe IndlTiduaT : Social conjuncture 
means dlBtributTon lieyond social control. In this definition the 
word partial is used advisedly. It may be objected that if any . 
pnenomenon lies within the control of ttie individual it can hardly 
be called a chance or conjunctural happenli«. Tbat is meant is 
that in any given act there is usually a certain amount of 
expectation or foresight and therefore capacity of control. This 
•nay cover only ten per cent of the act, but to that extent there 
is partial control. 

Conjuncture can be classified into actual conjuncture and 
necessary con.iunctur«. The element of conjuncture is capable of 
a certain amount of control, and ttiis control must increase, 
because with the advance of civilization we gain greater control 
over natural and social forces. This control may be Individual 
" « "ay l^o social. Hie individual, through training, education, 
thrift and foresight is constantly guarding himself against the 
usually unforseen happenings, against the proverbial "rainy day." 
Social control eomes through actions cf governments, through 
legislation, and through policing and regulatory InBtitutions. 
Before the days of bank regulation^fortunes were made and lost 
tlirru^ "wild oat" banking. Before the establishment of law and 
order the commercial world suffered losses through robbery, theft 
and piracy. Theft and burglary insurance are evidences that law 
Md order are not yet one hundred per cent perfect. HoteaUo 
the development of other forms of insurance.- life, accident, 
health, against the loss of members of the body, etc.- whereby the 
individual can lessen conjuncture* 

Some people are optimistic enough to believe that even war i-e 
within social control, and. if it is, fortunes made or lost throu^ 
great wars will be eliminated. We can. therefore. s(iy that the 
amount of actual conjuncture is still great but that we are 
constantly reducing it. 

However, there will always be a certain amount of conjuncture, 
for we will never obtain complete control over natural ani economic 
forces. This unavoidable part can be called necessary conjuncture . 
Wb have made considerable progress in our control over natural 
forces through flood control, weather warnings, charting of the 
oceans, ligjit houses, etc. Some of the disasters of a conjunctural 
nature have been covered by insurance such as fire, hail, tornado 
and marine. However, a great many catastrophes sudi as earthquakes. 
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nooda, droughts. exceaslTc Tain over large areas, and scores of 
others, will always bring conjunctural losses and gains to the 
1)uslneS8 world. 

II 

Conjunctural gains and losses, then, move in cycles, and the 
ouainess man faces disaster who estimates his gains as complete and 
solid, avallahle for lAiatsoever purpose he pleases before the close 
o£ the cycle. Uany a man who a year ago was indulging in lux- 
uries, because he looked upon'himself as wealthy, is now worried 
about the money with which to pay for necessities. We may turn to 
the excellently written monthly Bulletin of the national City Baric 
of Hew York in the February. 1921. issue for illustration: 

The nuj)ft>er of reported bankruptcies has increased, 
but has not been alarming, and the cases have been 
mainly of small concerns of mushroom growth, who exten- 
ded their business rapidly upon small capital iKhile 
prices were rising and did not have the reserTe re- 
sources to meet the looses that were inevitable when 
reverses came. The substantial business structure of 
the country is unshaken, and whatever anxiety there 
may have been upon that score has been relieved. 

This does not mean that heavy losses' have not been 
taken. Only tjie fortunate or sagacious few who began 
to trim their sails early in the year, and deliberately 
restricted their business, escaped. Some made good 
profits in the first six or nine months and lost most 
of them in the last three months, lAiile many have come 
out of the year not only without a return upon the 
investment, but with an impairment of capital. Official 
price regulation, niiich curtailed profits while prices 
were rising, and prevented the creation of a cushion 
to absorb liie losses while prices were falling, is 
held largely responsible for the dissipation of 
capital. Heavy taxation, of course, had a similar 
effect. 

But it is not only the business man that must carefully study 
cycles; wise public policy will be based on appreciation of chance 
and luck in their cyclical movements. The people of the United 
States are suffering from many ailments, but one cause of distress 
is, failure to appreciate the fact that luck and chance sniat . 
complete their cycles before the accounts can be closed. Taxation 
affords illustration. If We take all the surplus earned under con- 
ditions of conjuncture, favorable to the business man, we ruin 
him when reaction comes and we injure all classes because we dry 
up the sources of public revenue and deprive the leaders of the 
business inrld of their power to keep the wheels of industry moving. 
Here we touch upon a rich field for the demagogue *o fills the air 
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with BhoutB of profiteer, hurled at every man who during the 
ascending cycles of prosperity made money, and he is too ignorant 
or unscrupulous to ask us to see ho« the alleged profiteer nay 
stand at the close of the descending cycle of depression and loss. 

Ihe demagogue wants to take all super-gains of the 'business man 
in addiUon to covering him with obloquy and is <tuite willing to 
let him sweat blood when adversity comes. But it is perfectly 
obvious to the Bane and honest man that if every gain brougit by 
a happy combination of circumstances in conjuncture is to be taken 
away from the business man, and he has to bear all the losses in 
times of stress and storm, bankruptcy is the inevitable end. It 
is not denied that there is such a thing ae profiteering, which 
means a grasping for excessive profits and a disregard of one's 
fellow man; but this is a distinct subject, and after saying that 
it is far less prevalent than moat of us think, and when it does 
occur is of a different nature than ordinarily supposed and requires 
different treatment from the quack prescriptions handed out by 
cheap politicians, we may dismiss it. 

Is it not already obViouB that in discussing conjuncture we 
are dealing with something of prime importance to the business 
world? To use worde taken from the prospectus announcing 
Administration, conjuncture is one of "the serious facts upon an 
understanding of which effective huslneSB control must rest." A 
careful analysis of the forces oontrollii^ the business world 
reveals conjuncture as one of the most fundamental of these forces, 
althou^ very straTigely overlooked; possibly in part because it is 
not flattering to our vanity to think that our success may not be 
due wholly to our own merit, possibly In part because we have a 
half-conscious fear that it is socially dangerous to acknowledge 
that those who fail are only partially responsible for their 
failure. But it is best to know the facts as they really are. Let 
us then consider certain very obvious fluctuations of fortune for 
»toich the individual has no responsibility whatever, neglecting 
the view of certain philosophers like Voltaire that the history 
of the world is the history of chance, a plausible view for those 
mo are unwlllihg to acknowledge a govemine Providence. 

Ill 

The writer here gives a typical illustration from his personal 
observation, and every reader can recall similar cases »*ilch have 
come within his own knowledge. 

Two men of like diligence and capital bought farms in Western 
Hew York. One being older had married and was ready to begin 
farming operations about the time the Civil 'War began, but before 
prices had begun to rise. He got fairly started and reaped the 
advantage of the hlg" Civil Wir period and poet-Civil Tfer period. 
By the time falling prices came he had paid for hie farm and was in 
a position to buy other farms during the period of falling prices. 
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^5ie other man, being younger. laarried and was ready to ■begin 
farming operations at the peak of the high prices brought on by 
the Civil Y/ar. and before he had got a fim foothold prices began 
to tumble. Like the first man, he vrorked day and nigjit, 
practiced thrift, but coiild not overcome adverse conditions. Ulti- 
mately, the mortgage on his farm came to have pretty nearly the 
value of the whole farm. The first men died prosperous at a ripe 
age; the second died young and broken-hearted. The essential 
difference was that one was bom at one time and another at a 
different time. One man had no more to do with bringing on the 
Civil ■W&.r than the other, and practically neither one had any 
more control over the events that led to the Civil "ft^r than over 
the movements of the tide. Nor is Ihere any reason to think ttiat 
one had more insight into price movements than tiie other. 

Thousands of illustrations of this same nature can be given, 
taken from the years that have passed since 1914. Varied 
illustrations taken from his own experience or that of his 
aesociates will occur to the thoughtful reader. One man goes 
into a profession at a time when expansion begins and another at 
a tine vdien contraction begins. One is fortunate, the other un- 
fortunate, and very often one has no more foreai^t than Hie other. 

IV 

The ISforld War affords illustration of conjuncture in the most 
violent price changes and wage increases of infalch we have record. 
During this period the middle classes, at the same time Itie 
relatively silent classes, suffered greatly; but in England even 
they were aroused to protest and action. They paraded the streets 
protesting discriminations made against them as compared ■vrith. uage 
earners. Protests of this kind are heard more and more frequently. 
Tfeges have moved far more rapidly than salaries and interest rates. 
Even before the "Vtorld,.War we had in Germany a Middle Class 
Association ( Middelst an dskongress ) to guard the interests of the 
middle classes, the intellectuals, the intelligentsia ; who felt 
that they were being groi.md to pieces between the upper millstone of 
the wealthy classes, setting hi^er and higher standards of 
expenditures, and the nether millstone of the wage-earners with 
their increasing demands for higher wages, shorter hours, and 
frequently diminished sorviees. Conjuncture of modern times has 
been felt to be against the middle classes, and, in fact, in the 
great Russian conflict ttiey have perished under the malevolence of 
Bolshevism. 

An illustration taken from the writer's observation when in 
Munich, Germany, in 1913, has sufficient significance to warrant 
citing. 

The writer with his family lived with a Gei:nan lady, the vddow 
of an artist, v4io had two servants. The cook was suddenly obliged 
to have a hospital treatment; she went to the hospital provided for 
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her class. Ihrou^ the working man's Insurance her expenses were 
paid and she returned without pecuniary loss and really refreshed 
by her period of rest. As chance would have it, she had no sooner 
returned than the second servant was obliged to go to the hospital 
and had a like experience. Keither one suffered any severe 
pecuniary loss. As luck would have it, the second girl had 
scarcely returned when the landlady fell ill and was obliged to go 
to the hospital. This was, for her, very serious, for she was not 
covered by any public fund and had to pay for her hospital care 
out of her scanty earnings. 

There are many causes of conjunctural disturbances, but chief 
of them all and the most disastrous is war. The Wbrld T&r. already 
several times cited, is so recent that with a little reflection 
abundant illustrations will occur to every intelligent person and 
especially to every man who is engaged in business in a large way. 
Think, for example, of those who had copper to sell and those »iho 
were in a position to be called upon to manufacture munitions. In 
each there mere large gains, due to imrld movements, for i*iich the 
furtunate recipients of gain were no more responsible than the 
unborn babe. 

There are other lesser causes vitiich. in the aggregate have very 
great significance. One very minor cause, f.but often cited, is the 
demand for black 910th in time of universal mourning. Seasonal 
fluctuations bring gain and loss, and they are only partially under 
control. Sometimes certain tastes and habits develop quickly and 
those who are already firmly established in such lines of activity 
as to cater to these habits and tastes will reap unanticipated 
gains. So far as they have helped to develop these habits and 
tastes, the gains would not be conjunctural, but very often there 
will be a sudden development of tastes and habits entirely un- 
anticipated by those who suffer loss or reap gains. Technical 
changes, inventions, new processes, new laws, produce conjunctural 
gains and lasses. 

Does conjuncture Imreaae with economic evolution? The first 
answer of most readers will probably be yes, but in all probability 
it is an incorrect answer. TIte find in early times and now in 
countries in a primitive economic condition, like China, the widest 
fluctuations in the prices of agricultural products and other 
necessities. One will find abundance and low prices in one re- 
gion v4ien three hundred miles away people ere starving. In ancient 
times there were the greatest differences in wealth, and while we 
have not statistical data to enable us to make caref\il comparisons 
we can say at least that it is probable they were relatively far 
greater in earlier times than now. Bead the Bible stories of the 
wealth of Job and other patriarchs and remember that at the same 
time there were people in direst poverty, and slavery was an 
accpted institution. India and China know men of enormous wealth 
1*10 spend most lavishly, liiile the great masses of people live on 
suras which mean insufficient nourishment, clothing and shelter. 
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partial starvation, and frequently actual starvation- Go to 
Surope and me find medieval castles, which viere once the scenes 
of great gaiety and lavish entertainment, now unoccupied, "because 
no purchaser or renter with sufficient funds to finance their 
upkeep Is found. 

Or. the other hand, with the extension of markets until our 
economic life becomes international and until we are approaching 
a world economy, the fluctuations, while probably less violent, 
cover a v/ider and wider area. 



We have already discussed the hard struggle of the middle 
classes for survival, aspecially the Intellectual classes; those 
clacses tHo make the best social use of wealth and Income and are 
the best social leaders, who have the highest Ideals, and from 
whom come, in largest measure, the inspirers of social progress. 

The evils of conjuncture are, on the one hand, due to qulcklj^ 
acquired wealth with the lavish and even senseless and demoralizing 
expenditures so much in evidence in recent years and, on the 
other, to the sudden falling into poverty. Swollen fortunes with 
display and ostentation of liic new rich are every^7here evident, 
but more hidden are the struggles of the middle olasBes. Tae. 
gilded youth may fill the front page of our dally press with 
wantonness, but the boys and girls who are unable to go to college 
do not get into the papers at all. 

More than this can be said. There Is strong grov.nd for 
thinking that 6id wealth is better than new wealth in Its social 
influences. We may contrast In 3Sigland and likewise in Mexico nev/ 
and old owners of great estates, and those -.iio are fa.-tiiliar with 
both oountrieo will concede that Uie old are better th?ji the new. 
Nothing is more dreaded by the tenant-farmer in England than a 
nev.- landlord who has suddenly acquired wealth; and those who ere 
most familiar with Mexico will tell uB that on the old estates 
conditions are not particularly bad. Por this there are probably 
two reasons. Ihs current statement "three generations from shirt 
Sleeves to shirt sleeves," is not absolutely true; but it is 
true that there la a weeding out process which reduces in many 
cases to an old level those who have suddenly acquired wealth and 
who are socially unfit, while, moreover, T;e have the mellowing 
processes of time. In the case of sudden and undeserved poverty 
we have a loss of the results of this mellowing -Drccess, a loss of 
what society has paid for the acquisition of certain socially 
desirable qualities. Ttoat was a social asset becomes a social 
lose . 

The pain of falling down Is greater than the pleasure of going 
up so there Is a loss on the »4iole in human happiness. This 
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principle is made by Bentham the foundation of the sacrednesa of 
property. He calls it "the non-disappointment principlB." The 
writer gives a quotation at some length from a treatment of 
Benthaia*8 philosophy, which although written from a different 
point of view, is- an argumentcfor the social reduction and 
avoidance, so far as may be, of conjuncture* 

3he principle, that private interests should yield 
to the public good, he thus so far modified, ttiat from 
the amount of any public good done, he deducted whatever 
private interest might be injured. In estimating the 
evils done to individuals, he examined minutely the pain 
caused by disappointment, and found it to be, on arith- 
metical principles, greater in the average case than the 
pleasure of acquisition, and than the pain (if it can be 
Bo called) of non-acquisition. The income of A is talten 
from him and given to B - A loses his all, but B gets 
merely an addition to what he had before. The whole 
pleasure in the possession of a source of livelihood is 
removed from Uie one; the other only receives the second- 
ary pleasure of an increase. Let A's income be dis- 
persed among the public - he loses all, and is eminently 
unhappy; Triiile that vdiich constituted the source of his 
former content is distributed in portions so minute, that 
the amount of happiness produced by it may be scarcely 
perceptible. Oh the other hand, so long as A is left 
in the enjoyment of hie Income, according to the pros- 
pects held out to himself and to society at large, from 
the first, as no man expected to obtain any of it, no 
one is disappointed by its not being distributed, and 
he himself is content. The non-disappointment prin- 
ciple is the great foundation of the sacrednesa of 
property. More injury than good is done, by allowing 
either individuals, or the public at large, to inter- 
fere with that which a man has, under the sanction. of 
the laws, been allowed to call his own- The pain of 
disappointment to the proprietor is the primary evil 
of attacks on jtro-perty . The secondary evil is the 
alarm to society at large, the dread ^Aiich each indi- 
vidual has, tiiat he too may be the victim of spoilation. 

Like the other great principles expounded by our 
Author, the non-disappointment principle pervades society 
iOi all its acts; but it was his task, by a minute analysis 
of its principle and operation, to discover cases in 
which its application had been neglected and misunder- 
stood. In the estimate of the incidence of good and 
evil on eociety at large, he saw that there wrs a clear 
gain in a government following out the principle, thdt 
when a man steadily and honestly follows his calling, 
and makes his livelihood by it, he should feel the- i 
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assurance, Uiat no act of the goTernment of his country shall 
remove it from hln. But he found a secondary advantage In 
the principle of compensation: It has a tendency to remove 
the opposition perpetually operating against improvement, 
in the sinister interests of tiiose who benefit by abuses. 
I'f-y off the incumbents, is thus a liberal policy, by 
which those rtio are most conversant with the operation 
or any iretitution, are relieved of a temptation to 
overlook or defend its defects 

J^ i^. a task of civilization to reduce conjuncture and this 
is being done in multitudes of vays. Improved means of 
commnioation and traasport do this, as well as publicity of 
corporate accounts, responsibility of directors of corporations, 
sound banking, sound money, etc. Every field of economic activity 
showi, on the one hand, progress and, on the other, much still 
to be accoiq>li3hed- In agriculture we have great improvement due 
to the breeding of plants and animals and to the IntroduoUon of 
new crops better adapted to special localities than the crops they 
displace. In agriculture the great obvious thing to be done is 
to put out of use that great amount of land that is unfit for 
agricultural use, i*ilch is in economics called Bubmarglnal land. 
There is a vast amount of land in culUvation and being brought 
into cultivation which cannot afford a decent livelihood to the 
farmer. Those who want to raise prices so that farmers on poor 
land will get a good living are going at the thing from the wrong 
end. To accomplish what is desired through prices would mean 
that the rest of us would have to starve to death or suffer dire 
want. If Wieat were $15 a bushel, we would etill have farmers 
producing at a loss, bacause they are cultivating land ifclch is 
unfit for agricultural purposes. 

Insurance is a stabilizer, and cultivation of foresight and 
insight enables us to lessen conjuncture. Indeed, if one man 
has more insight and foresight than his fellows, he will reap 
gains where others lose because he will make inroads on the realm 
of conjuncture. 'W6 have many social agencies at work, helplt« us 
to forecast the futurg. WB have the statistical services of 
government, our Crop aeporter . Tteather Bureau Reports, and we are 
just starting our Institute for Research In Land Economics, one 
aim of *ioh Is to enable us to anticipate with the highest 
possible degree of probability over a series of years the prices of 
agrioiltural products through an investigation into tJie land areas 
being brou^t into use over all the world, correlating them with 
the growth of population. Prices of agricultural products find 
expression sooner or later In land values, and these are largely. 
In the final analysis, the basis of all credit. It would have been 
quite possible, by these methods and others which cannot be 
described here, to have forecast pretty accurately the fall of 
agricultural prices with their results during the present year; and, 
Indeed, the writer in an address early in September. 1920. before 
the I^rm Kortgage Bankers Association of junerl ca, was able to give 
warning. 
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Thrift, of course, enables men to stand shoct and to iireather 
stonts. The Biolletin of the Itational City Banjc. already referred to 
brings thTs~out clearly. "Tf is stated in this Bulletin that the 
leading business concerns of the co-jntry had been building 'up 
reserves for yeaxs to prepare for con^unctuial changes « The 
bus:* less mac 'h'^ ^ lea:taed lessons from previous crises and better 
preparation than ever before had been made. In addition to thie, 
the improved bank system was a great factor. 

VI 

Eelative Holes Played To-day by t^nj^uncture and Econognic 
MerltTn Zconanlc Success or Kelationship between Conjuncture and 
£conoE.ic Seaerit'in EconociTS' Failure I 

It Is impossible to do more than make a guess and perhaps no 
two -would agree in the guess. Professor F. C. Sharp says,^ "lucl: 
plays at least as large a part in success as the cards do in 
detexiaining success in an evening's game of cards." This is not an 
altogether bad ccHnparison. Still tells in spite of luck, yet at 
times luck seems to carry everything before it. In the long run, 
luck at cards -will be equal; but life is only a short run, as has 
been well said. 

Professor Sharp speaks of these conditions of success: ■In- 
tellectual ability, willingness and power to work," character, 
financial resources - the latter often due to nothing but luck, 
for example, having a rich father or father-in-law, or the good 
fortune of being "first on the ground, as in the exploitation of 
much of the natural wealth of this country." 

VII 

It Is necessary to connect and contrast conjuncture with 
speculation to understand fully the part it plays in distribution. 
Conjuncture is largely social. It is concerned with widely operat- 
ing i^neral causes, bringing about price changes as their most 
important effect and thus affecting not only the values of property, 
but also the values of services. Drought, flood, and, above all, 
war are causes. Its risks are not of such a kind as to be readily 
Insurable, and this is the case with a good deal of conjuncture 
when risk affects a Trhole group and, therefore, the mutualism of 
insurance doesn't work. Ve have risk-taking in production, and 
the entrepreneur tak.e8 risks, and as he overcomes risks he makes 
gains. Do we have a class of i^^en Tho assume conjunctureT Jyist 
in so far as we begin to conquer conjuncture, we find in the 
field gained, the speculator who is one kind of entrepreneur. It 

^Taken from "Some Problems of Fair Competition," The Interiational 
Journal of Ethics , Janurary, 1921. 
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Is hla business to fight conjuncture and in so far as he does 
this he is a producer, because he helps keep things from a time 
when less needed to a time more needed, thus creating time 
utilities: and from a place iriiere less needed to a place where 
mora needed, thus creating place utilities. But Illustrations 
already given show that a large realm of uninsurable conjuncture 
must remain. The mere fact that a man is born at a certain- time 
may maJce the difference between fortune and poverty, as we have 
seen. 

If a speculator increases conjuncture by cornering and 
monopolizing the market, and thus increases instead of decreasing 
price fluctuation, he is not a producer but a destroyer of values 
and is orlmlnAl in intent, if not in law. But to corner the 
maiket in the case of a great staple Is extremely difficult and 
gains are made by the true economic speculator in spreading gains 
and losses over longer periods than they would otherwise cover. 
The man who merely bets on upward and downward movements of prices 
iB in economic effect and ethically if not legally a gambler, 
and is economioaUy and socially a destroyer. 
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TUB BPIECT OF mPROVEttKHTS OS THB MARGIHS 0? TTTlLIZJlllOH OT LARD 
¥>B* Grimes 

ImproTements In pioduction nay be of many kinds but It Is 
believed that they can all be placed in three general classes. 
These olasses are based upon the effects iihich the improvemente 
have on the products produced fron the various grades of land. 
This effect would be reflected In the movements of the margins 
of utilization of land. The first class would include all improve- 
ments -rtiich increase the productivity of the labor and capital 
applied to all grades of land to the same degree. The second 
class includes those impiovements uhich tend to increase the 
productivity of the labor and capital applied to the poorer grades 
or land more than they increase the productivity of the labor and 
capital applied to the better grades of land. The third class of 
improvements would include those vSiich tend to increase the 
productivity of the labor and capital applied to the better grades 
of land more than they Increase the productivity of that applied 
to the poorer grades of land. 

This classification Implies that land does not possess just . 
one quality which makes It useful in production but that.it 
possesses many sudi qualities. A given piece of land Is a com- 
posite of many qualities and Its productive powers are limited 
by the weakest or most deficient of these qualities. Among these 
qualities, in the case of agricultural land, may be mentioned: the 
supply of nitrogen, the supply of phosphorus, the supply of potas- 
sium, the supply of lime, the location of the land with reference 
to markets, the topograpy of the land, the adequacy of the 
drainage, the rainfall available for crop production, and climatic 
conditions other than rainfall. It is evident that land has 
many qualities which make up the composite of Its powers in 
production- 
It is also apparent that improvements in production may be 
devised which do not affeot all of these qualities to the same 
degree. In fact, it would be a very exceptional improvement whidi 
would affect any considerable number of these qualities. It is a 
Common observation that land of the poorer grades is usually 
deficient in many of these qualities or it Is deficient in one 
or two qualities and these deficiencies can be overcome only with 
great difficulty. On the other hand, land of the better grades is 
usually deficient in only a few qualities, if deficient in any, and 
any deficiencies lAilch do occur can be overcome without undue 
expense if it is necessaxy to overcome them. 

Table I gives the qualities of lands in hypothetical instances 
as Indicated by the produce of these lands i*ioh could be obtained 
with the supply of each factor or quality, other things being equa 
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In actual jsractlce, Uie situation is much more coi^licated than 
is picturad here since only a fen of the many qualities of land 
are considered* 

TABES I 
HTPQIHETIOAl CASES OF LAHDS KSSESSIIB TAIfflllO ^UAlITIffi 

qualittes affecting productive powers of land;^"? ji"*: Jj*"? 

Moisture avallaTile to produce corn (bushels) : 100 : 15 : 90 

Phosphorus available to produce corn (bushels): 12 : 60 : 50 

nitrogen available to produce corn (bushels) : 10 : 75 : 70 

Potassium available to produce corn (bushels): 11 :150 : 80 



The land pictured in column Number 1 is low grade land since 
it Is lacking in phosphorus, nitrogen and potassium. Even thou^ 
liiere is moisture available to produce 100 bushels, this cannot 
be accomplished because there is only nitrogen available to produce 
10 taishela. An improvement i*iich rendered more nitrogen available 
in this soil would result in the yield being increased until 
limited by one of the other factors. In the case of land Ho. 1 

','^V^* •>* potassium and an Improvement affecting the nitrogen 
available would result in an Increase of only one bushel. Similar- . 
ly an improvement in ttie potassium supply would result In an 
increase of another bushel, and the yield would then be 12 bushels 
and would be limited by the phosphorus supply. In the case of this 
land improvements in at least three factors or qualities would 
be necessary to secure an increase In the yield of more than 
two bushels. This explains why land Ho. 1 is very likely to be 
considered as low grade land. 

Lard No. 2 is seriously deficient in only one factor, naoely, 
the available moisture. If sufficient moisture were available, the 
yield could rise to 60 bushels, the limit placed on the yield by 
the supply of phosphorus. Very .few areas of land that are 
limited in moisture supply can be irrigated so that the prob- 
abilities are that this deficiency would result In this land re- 
maining low grade land indefinitely. 

Land No. 3 is better balanced in all qualities than either of 
the other two grades of land. All of its qualities are exceeded 
by one or the other jjf the two grades of land, but the 
qualities of neither of them are consistently so high as those 
of land No. 3. None of the qualities of land No. 3 are low. 
mosphorus sets the lower limit at 50 bushels and an Increase in 
this quality can result In an Increase to 70 bushels. Such an 
improvement is not difficult to make and probably could be aade 
profitably. For these reasons land Ho. 3 would be highly valued 
and will be called high grade land. It is not deficient to a 
serious extent in any quality and the limiting deficiency cann»e 
fairly readily overcome. 5^^ 
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Tb.eae hypothetical instancee are perhaps sufficient to show 
that the product of any piece of land cmi rise no higher than the 
moat deficient quality peimits. Also the qualities which make up 
the productive powers of land axe many in nuniber and vary greatly 
botii in kind and aaaount. 

Improvements vdilch affect the productivity of labor and 
capital applied to land will usually affect only a few of these 
que-lities of land and not all of them. This explains ^y improve- 
ments may he classified according to the grouping given. A thorough 
understanding of the multiple character of the o_ualities of land is 
essential to an understanding of the effects of improvements and 
the movements of the margins of utilization of land. 

Improvements -vrtiich affect equally the productivity of the 
labor and capital applied to all grades of land are probably very 
rare if they ever occur. Improvements of this type would not 
change the relative differentials between the different grades of 
land except to lessen all of them. Since the labor and capital 
applied to all grades of land is more productive as a result of 
such improvements, the marginal productivity of labor and capital 
will be raised and some of the poorer grades of land and of the 
less productive powers of land will drop out of utilization. The 
lower margin of utilization will b* raised and the upper margin 
lowered so that the differences between these margins and, con- 
sequently, differential rente will be decreased. It should be 
observed that this is the reverse of the movement which would talce 
place with increajBed demand and no improvements. Should increased 
demand follow the discovery of such improvements, the margins 
would tend to move back to their former relationship. 

Improvements of tiie second class* that Ib, the improvements 
which affect the productivity of the labor and capital applied to 
the poorer grades of land more than they affect the productivity 
of the labor and capital applied to the better grades of land are 
probably much raore common than improvements of the first type- For 
example, the lands of tbo Middle West have been transformed from 
lands of little or no value to lands wftiich are highly valued, lliis 
has been the result of improvements in transportation Ttfiich have 
affected ttie location of these lands with reference to markets. 
Lands that were formerly at the lower margin of utilization for 
agricultunal purposes are now near tiie upper margin for such uses. 
Improvements vAiich affect the productivity of the labor end capital 
in this way tend to reduce the differences between the various 
grades of land. Such a movement would result in a lowering of the 
upper margin since the productivity of labor and capital would be 
raised, assuming no change in demand, and acme of the less productive 
powers of land could go out of use. Also 1iie lower margin of 
utilization would be raised for the same reasons. The net result 
would be to reduce differential rente and the absolute amount of 
all rents paid. 
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